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A Banker’s Diary 


Mid-July— Mid-August 


THE Banks’ heavy gold purchases which continued up to 
August 5 sufficed to carry the money market over the 
August bank holiday peak in the note circu- 
bie Money jation, and conditions have remained very 
arket “oe ag , 
comfortable. Slight stringency developed 
during the last week of July, but this was entirely due 
to the fact that all that week’s Treasury bill maturities 
were concentrated upon Saturday, August 1. This left 
the market short of money all the week, for new Treasury 
bills had to be paid for, and also led to a temporary 
transfer of cash from banker’s deposits to public deposits 
at the Bank of England. On August 1 the position was 
rectified, and any tendency to stringency disappeared. 
Discount rates are now well established at the level of 
last April. The banks are now buying Treasury bills at 
} per cent., and on the whole have been steady but not 
keen buyers. The rate for three months’ bank bills 
charged by discount houses to their clients varies from }3 
to ;°, per cent., and the discount houses are able to secure 
a slight turn on their re-sales to the banks. In this 
respect their position is a little more favourable than it 
was last April. The whole impression left by the slight 
rise in discount rates during the early summer and then 
subsequent relapse is that rates are likely to remain 
extremely low, and that any tendency towards a rise will 
quickly be checked by the authorities. 


THE moment the note circulation had passed its holiday 
peak, the Bank of England ceased buying gold and although 
it began to buy again a week later, its 

Gold — purchases have been on a smaller scale. This 

and Notes 

change in policy makes it clear that the 
Bank’s chief object was to prevent French hoarding and 
the normal summer expansion in the note circulation from 
depleting unduly either the Bank’s own Reserve or joint 
stock bank cash. In fact, the Bank’s summer gold 
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sililiadaie have been innit aiid to this end, as is 
shown by the following table :— 
April 29 June 10 Aug. 5 Aug. Ig 
£ millions 

Gold at sas sae! BGS2 208°5 243° 243°8 

Note Circulation iss = BDHD 433°0 454° 444°5 

Reserve ... oe 40-6 36-4 49° 60-3 

Bankers’ Deposits a MOg-? 86:5 92:7 96:0 
The Bank was late in beginning its gold purchases, 
for it only bought heavily after June 10, by which time 
French hoarding had raised the note circulation by £16 
millions. Since then, although the circulation stood at 
a high record on August 5, the Bank’s gold purchases 
have more than caught up, and the Reserve is higher 
than it was last April, before the French hoarding beg xan. 
Bankers’ deposits, it is true, are lower, but on April 29 
they were on the high side, and the ease in the money 
market shows that at ‘their present level they are adequate. 
Whether the Bank has to buy more gold depends entirely 
upon the future size of the French currency hoards. 
The contraction in the note circulation since August 5 is 


hardly as great as in previous Augusts, and this may 
indicate a renewal of French hoarding. If this continues, 
the Bank will have to buy more gold between now and 
the Christmas peak in the no > circulation. Meanwhile, 
the gold held in Paris on British account is being rapidly 
brought to England. Total imports since June Io 
amount to {57-2 millions. 


THE July returns of the eleven clearing banks show a 
further increase in deposits from £2,228-7 millions in June 
The to {2,243°6 millions in July. Cash remains 
Clearing almost the same at {225-0 millions. Dis- 
Bank counts have risen from £329-0 millions to 
Returns £348-5 millions. Call and short loans have 
increased slightly to £158-4 millions, while investments 
have fallen from £641-°5 millions to {638-8 millions. 
Advances have again increased, from {873-6 millions to 
{879-9 millions. The only big changes are in discounts 
and deposits. For one reason and another the Govern- 
ment had to issue more Treasury bills by tender in July 
than in June, and many of these extra bills have been 
taken by the clearing banks. The money received by the 
Government for these bills has been duly disbursed and 
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so has found its way into deposits at the clearing banks. 
Hence the Government’s needs have led to an expansion 
in deposits. The increase in advances is very gratifying 
in view of the previous tendency of advances to lag 
behind the improvement in trade. 


THE London market has been very idle during the past 
four weeks, but francs have shown a fresh tendency to 
° _ weaken. There has been little or no inter- 
—— vention by the British Control, but the 
ane Paris-New York cross-rate has risen to the 
export gold point, and small amounts of gold have been 
engaged for shipment to New York. In London, three 
months’ francs have widened from Frs. 22 to Frs. 3 
discount. The difficulties of the French Treasury and 
the Spanish troubles are partly responsible for these 
movements, but the main cause is probably a growing 
realisation that the French Government is finding that 
its reforms and the consequent rise in French internal 
prices and costs are forcing it in the direction of devalua- 
tion. M. Labeyrie, the new Governor of the Banque de 
France, in a statement at Amsterdam, dropped the hint 
that general stabilisation would permit of an alignment 
of exchange rates; and “ alignment ”’ is the new French 
synonym for devaluation. The New York rate has 
remained steady in London at just over $5. Dealings in 
pesetas have now been practically suspended. The Anglo- 
Spanish Clearing has also broken down, and while money 
due to Spanish creditors must still be paid into the sterling 
account at the Bank of England, it is being held there in 
reserve for the time being. 


THE imposition of sanctions on Italy left a series of 
problems in its wake which are now in the process of 
being solved. Previous to the imposition 

The Franco- of sanctions various sums were outstanding 
Po ll due to traders in various countries for goods 
Agreement imported into Italy. These sums were 
subsequently blocked, and the question has 

now arisen as to whether, in the process of resuming 
normal trade relations with Italy, these outstanding 
debts shall have precedence over the debts incurred by new 
trade. In the recent Trade Agreement signed between 
Italy and France, arrangements are made whereby 
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imports of French goods into Italy shall equal approxi- 
mately go per cent. of Italian exports to France. Payment 
is to be made into special clearing accounts and the surplus 
of 10 per cent. is to be utilised for the liquidation of 
outstanding debts to France. The implications of this 
scheme will be realised when it is pointed out that on the 
basis of the trade returns for the first half of 1935, France 
imported about Frs.400 millions of goods from Italy 
and exported about Frs.500 millions. Thus not only 
is the balance of trade to be reversed, which indeed is 
necessary if outstanding debts are to be discharged, 
but unless trade between the two countries develops 
considerably, it will take several years before the liquida- 
tion of the outstanding debts, which total approximately 
Frs.300 millions, is completed. Granted that it is 
imperative to stimulate international trade, it yet seems 
unjust that new traders should have precedence over 
others who have already waited several months for pay- 
ment. Furthermore, the value of Italy as a market is 
dependent upon her ability to pay for the goods imported, 
and so long as doubt exists on this point it would seem 
unwise for France to have concluded an agreement so 
extremely favourable to Italy. It is, in fact, to be 
wondered whether the French Government were not 
governed more by political than by economic considera- 
tions. In any case, as far as this country is concerned, 
the British Government should be encouraged in its 
present firmer attitude in insisting upon satisfactory 
treatment of outstanding British creditors, though this 
insistence should not of course, be pushed to the point 
of obviating all new trade with Italy. It is certain that a 
more satisfactory arrangement can be made on this 
basis, and fears that we shall never recover our export 
trade lost through sanctions are certainly exaggerated. 


THE July trade returns show a further increase in both 
imports and exports. Imports for July totalled {68-7 
millions, compared with {67-6 millions in 

—.. June and 61-8 millions in July, 1935. 
Trade aw material imports have increased to 
{20-1 millions from £19-3 millions in June, 

the figure for July last year being {17-1 millions. The 
main increases were in raw cotton, timber and rubber. 


P 
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British exports show a marked increase from {32:1 
millions for June to £40-1 millions for July, the figure for 
July, 1935 being £36-4 millions. Re-exports remain 
almost the same at {5-0 millions. The returns are 
summarised below :— i 
July, 1935 June, 1936 July, 1936 
£ mill. £ mill. £ mill. 

Imports om aa ‘oie 61-8 67°6 
Exports oe as - 30°4 32:1 
Re-exports.... ae ae 4°0 5°0 
Total exports = a08 40°4 37°1 

For the seven months to July, imports were valued at 
£471-2 millions against £420-4 millions in 1935. British 
exports totalled {248-0 millions compared with {242-9 
millions last year, and re-exports were £37°4 millions 
against {32-6 millions last year. The adverse trade 
balance therefore stands at {185-8 millions against {144-9 
millions a year ago. 


PREvious to the bill reforming the constitution of the 
Bank of France, which passed the Senate in the third week 
of July, the Bank was governed by a 

- 4 Regency Council of fifteen members, nom- 

of France mated by the general meeting of share- 
holders, and a Governor and two Vice- 

Governors nominated by the Finance Minister. In actual 
fact the shareholders had little influence and confined 
themselves to ratification of the list put before them, and 
new m .ubers were virtually co-opted by the Council. 
The new bill replaces the Regency Council by a board of 
twenty directors, retaining the Governor and two Vice- 
Governors. Ten of these are civil servants. These 
include three who are representatives of the Finance, 
National Economy, and Colonial Ministries, and also 
seven ex officio members, namely, the President of the 
Finance Section of the Conseil d’Etat, the Director of 
Trade Treaties and Agreements, the Director of the Office 
for the General Movement of Funds, the General Director 
of the Caisse des Dépots et Consignations, the Governor of 
the Crédit Foncier, the General Director of the Crédit 
National, and the General Director of the Caisse National 
du Crédit Agricole. The remaining ten directors are to 
be appointed as follows: (1) Five directors are to be 
chosen from lists, each of three names, from the following 
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organisations : the National Federation of Consumers’ 
Co-operatives, the General Confederation of Labour, the 
General Confederation of French Production (employers), 
the General Confederation of French Artisans, and the 
professional agricultural sections of the National Economic 
Council ; (2) One director is to be appointed by the 
Minister of Commerce from among the best qualified 
representatives of small traders; (3) Two directors are to 
be chosen by the Finance Minister from lists, each of three 
names, presented by the following organisations: the 
Associated Union of Paris and Provincial Bankers, and 
the Associated Chamber of People’s Banks; (4) One 
director is to be elected under secret ballot by the staff of 
the Bank of France itself; and, finally, the general 
secretary of the National Economic Council is to be 
director ex officio. The Civil servants will thus, with the 
Governor and two Vice-Governors, have a majority in 
the Council. As for the shareholders, they will in future 
all have the right to attend the general meetings, but 
their powers are restricted to electing the three ‘‘ Censors,”’ 
who, though present at directors’ meetings, will be 
there only in a consultative capacity; their control 
over day-to-day operations, however, is of some import- 
ance. The new Council held its first meeting on August 
18, when it decided in conformity with the new statutes 
to delegate its powers to a committee composed of the 
Governor, one Vice-Governor and four Councillors, one 
appointed by the Minister of Finance, and the other three 
elected by the General Council. 


The Future of Fixed Trusts 


By R. E. Bird 


HEN, five and a half years ago, the first fixed 
trust offered its units in this country, its founders 


did not contemplate the extension of the new 
movement into flexible fields. Nor could they have 
foreseen its rapid extension to the point at which nearly 
seventy trusts have attracted some {£50 millions from 
the small investor. The sum is substantial, though it is 
not high in relation to the totals invested in other 
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media by the small investor. But the rapid increase 
in new trust formations during the last two years, coupled 
with growing discussion in Parliament and _ financial 
circles, clearly made some form of authoritative inquiry 
imperative. The Stock Exchange report on the move- 
ment, published last December, dangled a fly over the 
waters of Westminster which was taken. Its essentially 
negative conclusion that Stock Exchange “ recognition ” 
would afford no adequate safeguard to the public without 
legislative support, was followed early in March by the 
appointment of a Departmental Committee of the Board 
of Trade ‘to enquire into Fixed Trusts in all their 
aspects.’’ The Committee’s report, published after five 
months’ careful inquiry, is a technical, but very straight- 
forward document, which is not without occasional 
glimpses of irony unusual in a White Paper. 

At an early stage in the Report the Committee 
conclude that the unit trust movement should be con- 
trolled, but not prohibited. In this respect, therefore, 
the Report really represents the charter of the movement. 
There is, further, to be no “ licensing authority,” which 
would require wide powers to control the movement, 
and might suggest a false sense of security to the investor. 
Primarily the Report recommends safeguards which 
attach to the fullest publicity regarding unit trust 
management and the profits which can be earned by its 
promoters. Certain anomalies which at present give the 
unit trusts (as fixed trusts are henceforth to be called) 
great advantages in transfer and capital duty are to be 
removed. And if any facts are given in advertisements 
they must all appear. Detailed information, it is pro- 
posed, should be published showing the position of the 
trust funds and of the managers’ income each year, and 
it is recommended that unit-holders should be enabled 
to express any criticism of the managers through the 
exercise of voting rights. 

Of restrictive legislation, in the broad sense, however, 
there is no suggestion. The Committee does not enjoin 
any limitations of number, size or scope in the formation 
of unit trusts. That, clearly, is a valuable conclusion for 
the movement. At points of detail, the Committee's 
reforms will involve substantive legislation; but if this 
is enacted there will be nothing in law to bar any unit 
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trust manager from obtaining all the new business he 
seeks. Moreover, the recommendations represent less 
than the maximum which could be obtained by legislation, 
although they may well represent the optimum which 
could be achieved without introducing cramping regula- 
tions and interference with day-to-day business. By so 
limiting the scope of its recommendations the Committee 
has perforce left important matters, such as the fixing 
of dealing prices, in detail, to the movement itself. But 
even these are subject to the check, in gross, of publicity 
to managers’ profits, and, it may be, of Stock Exchange 
dealings. The recommendations, even if fully adopted, 
would not constitute a complete safeguard against the 
possibility that managers might make inordinate profits. 
But so far as publicity is made effective, and criticism can 
be freely voiced, the Committee’s recommendations 
clearly offer important protection for the investor. 
They have, moreover, the merit of simplicity. Unit 
trusts, akin only in broad respects to limited companies, 
are to be subject to legislation which is modelled on the 
general theory—and in part, on the detailed machinery— 
of the Companies Act. Thus, the unit trusts must 
obtain registration before commencing business, by filing 
evidence of their constitution, together with particulars 
of the management, trusteeship and finance of the trust, 
under eleven sub-heads. Further, it is proposed that a 
sum of £20,000 should be deposited by each trust on the 
precedent applying to insurance companies, to provide 
for the protection of unit-holders. The Committee, of 
course, recognises—and the analogy, in fact, makes it 
plain—that protection of this sort is only partial. It 
would provide a safeguard against the man of straw, but 
not against all forms of doubtful practice. 

Controversy will probably centre upon the accounts 
which the Committee suggests both for the trusts and for 
the management companies. The requirements for the 
latter, all of which are private companies, go well beyond 
those laid down under the Companies Act for public 
concerns. The Committee points out that the unit trust 
manager occupies a dual position. On the one hand, 
he is a confidential agent of the unit-holder; on the 
other, he is an independent entrepreneur who stands to 
gain or lose by his dealings with the investor. For this 
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reason the Committee reaches the conclusion that the 
best means to avoid suspicion, for the benefit of all parties, 
is that the manager should expose and analyse his results 
annually, and if necessary submit himself to the criticism 
of his clients. 

Under the exacting form of accounts which the Com- 
mittee propose, the sales of each separate trust would be 
disclosed, together with the total income from jobbing 
profits in underlying securities, and revenue from 
adjusting prices to a given multiple, less deduction for 
units repurchased, stamp duties and commissions. These 
particulars would apply to each trust, and would clearly 
give investors—and the trusts’ competitors—all the 
information they could require. In addition, the manage- 
ment companies would be required to disclose their total 
profits, separating advertising and trustees’ remuneration 
for each trust, the amounts set aside against future 
management expenses and trustees’ fees, and particulars 
of other income. Such accounts, if approved by the 
legislature, will throw a penetrating searchlight on all 
aspects of unit trust operations and finance. It is 
recommended that they should be filed and a copy 
supplied gratis to a unit-holder on request. Here there 
is a noticeable departure from the analogous requirement 
of the Companies Act, which requires that shareholders 
shall automatically receive a copy of the accounts. As 
for advertisements the Committee introduces the new 
principle that they shall constitute an offer for sale, unless 
restricted to the limited scope of a business card which 
states that full information can be obtained on applica- 
tion. There is, perhaps, some danger lest the intending 
purchaser be deluged by an excess of mere detail, but 
for the painstaking reader, at any rate, the recommenda- 
tions would provide fuller information regarding the 
trusts than has hitherto been available, and could hardly 
be extended. 

What position would the trustees occupy in the new 
régime? The question is important for the banking 
community, to which the fixed trust movement turned, 
from the first, in order to provide the necessary experience 
and public prestige for custodian trusteeship. It was 
not, in fact, until a comparatively late stage in the 
development of the movement that insurance offices were 
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employed in this capacity. Undoubtedly public confi- 
dence in the banking community has been responsible, 
in large measure, for the support which the trusts have 
enjoyed. Many of them are managed by ad hoc com- 
panies, which were clearly incapable of making a successful 
appeal to the public solely on their own names. In 
listing the criticisms which have been levelled against the 
trusts the Committee notes that it has not been uncommon 
for such phrases as “ capital and income assured ”’ to 
appear in close conjunction with the name, in large print, 
of a well-known bank as trustee. Cases arise in which 
this conjunction suggests to the uninitiated investor that 
the advertised yields and the purchase prices of his units 
are, in some vague sense, “‘ guaranteed’ by the bank. 
Short of obtaining a copy of the trust deed (not, it appears, 
always an easy matter), and braving its legal terrors, the 
novice is unlikely to discover that the responsibility of 
the trustees is, in fact, strictly limited in the majority of 
cases. That fact has been stressed, by inference, in more 
recent advertising which refers to the ‘“ Custodian 
Trustee,’ although it may be doubted whether even 
expert investors are familiar with the Public Trustee 
(Custodian Trustee) Rules of 1926. And the Committee 
further suggests that the trustee’s obligations, in the case 
of a unit trust may, in fact, exceed those of a custodian 
trustee, presumably since, in the event of irregularity or 
breach of management, it occupies a special responsibility 
towards the unit holder. Definite financial qualifications 
are therefore suggested. The trustee must be a British 
corporation, with power to undertake trust business, 
having an issued capital of not less than £500,000, of 
which {£250,000 has been paid-up in cash. 

Again, the remuneration of trustees, which has, in the 
past, usually been regarded as a confidential matter 
between managers and trustees, and has fallen outside 
the scope of most trust deeds, will, if the Committee’s 
findings are implemented, be openly stated. All agree- 
ments, written or oral, will have to be registered, and the 
annual remuneration of the trustee for each trust will be 
shown in the management company’s revenue account. 
It is conceded that remuneration of trustees through 
half-commissions on transactions in the underlying 
securities does not affect the total level of charges to the 
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unit holder, since the stockbroker would in any case 
take the full commission. The remedy—if, indeed, it is 
a case for remedy—is sought through disclosure and 
publicity, in precisely the same way that the total profits 
of managers are to be stated. Nor is objection raised to 
the inclusion of indemnities in the trust deeds additional 
to those accorded by law to trustees, provided that they 
are not extended to negligence and are disclosed when 
offering units for sale. For the managers, such in- 
demnities (which have been adopted in certain cases) 
appear to relieve them of essential responsibility, and they 
are to be withdrawn. In other respects, trust deeds 
need follow no prescribed form, except for certain clear 
compulsory provisions. 

There are certain wide aspects of the movement on 
which the Committee has considered it impracticable to 
make firm recommendations. This applies, for example, 
to control of selling prices, for which the Committee 
holds that legal control would be impracticable. A 
free market for units on the Stock Exchange would afford 
a valuable safeguard against anomalies in prices, but there 
are numerous technical difficulties, even assuming that 
jobbers found it profitable to maintain a market in 
seventy trusts, and quote against the managers. Compe- 
tition for custom, publicity, and possibly the co-operative 
efforts of the trusts themselves may, in time, remedy 
defects in calculating prices which have arisen in the past. 
Again, the provision of the service charge out of capital 
is not regarded as requiring legislative action, although 
it may contribute to the desire of some managements 
to “unwind” their trusts before the full term has 
expired. In one or two recent cases it appears that unit 
holders have been offered facilities for ‘‘ switching ”’ 
into new trusts under the same management which, in 
fact, concealed a virtual duplication of the management 
charges. 

History may well decide that the Committee was wisely 
advised to limit its expectations of legislative control. 
It is surely reasonable to expect from the leaders of the 
movement itself further important contributions towards 
its internal strengthening. Already the majority of 
managements, either independently, or through the 
medium of the representative (though not comprehensive) 
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Association of Fixed and Flexible Trust Managers, 
have expressed their welcome of any legislation which 
may be necessary. In some respects, the movement 
is entitled to voice satisfaction that some of the Com- 
mittee’s recommendations have already been met, at 
least in part. It is equally satisfactory, from the 
investor’s point of view, that it does not regard past 
achievements through voluntary agreement as repre- 
senting the maximum of what should be done for the 
protection of the public. And, whatever the outcome 
of legislation may be, the investor must recognise, more 
fully than he has done in the past, that unit trust securities 
are “‘fixed’”’ neither in respect of capital nor income. 
The course of equity shares is not eternally upward, 
and the behaviour of the trusts during the downward 
phase of the business cycle is unknown and incalculable. 
But there is no reason why it should be unpremeditated, 
either by the unit holder or by the managers. The 
former must recognise that his security is essentially 
fluctuating and completely different from a money claim, 
such as a Savings Certificate or a building society deposit. 
The managers, by careful management, can shelter the 
investor from part, at least, of the consequences of 
adversity. And the movement will be wise to accept 
the Committee’s unwillingness to legislate for the future 
contingency of a falling market as a challenge to continue 
the valuable evolutionary work which it has done in the 
past. 


The Kussian Trade Agreement 


N July 30, the President of the Board of Trade 
() announced the conclusion of a new Agreement 

with Russia for the purpose of assisting British 
export trade. The Agreement represents an extension 
of the activities of the Export Trade Guarantee Depart- 
ment, but it contains several new features. Hitherto, 
the practice of the Department has been to leave 
individual exporters to arrange their sales and then in 
return for an insurance premium paid by the exporter, 
the Department guarantees the importer that payment 
will be forthcoming up to a given percentage of the value 
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of the goods. Originally, the guarantee only covered the 
solvency and integrity of the importer and left the British 
exporter to carry the risk that the importer would not 
be able to obtain the necessary sterling, but latterly in 
the case of a number of countries the Department has also 
been willing to guarantee payment in sterling. This 
scheme has worked very well in the past, and has indirectly 
financed a large volume of export trade. It has, however, 
one or two disadvantages. First, the exporter has never 
been able toe obtain a guarantee of the full amount of the 
shipment, but only up to about 60 or 70 per cent. of the 
total value. Hence he has always had to carry part of 
the risk himself. Next, when his bills come forward for 
discount in the London market, many of the bigger 
houses are only willing to discount that part of the bill 
which carries the guarantee. The unguaranteed propor- 
tion is left to pass into various and less well-known hands. 
The result is that the ownership of the bill becomes 
divided, and a lot of extra clerical work is necessary in 
order to keep track of the unguaranteed portion of the 
bill. For this reason bills carrying the guarantee of the 
Export Trade Guarantee Department have not been too 
popular in the London discount market, especially since 
rates for fine paper have been so low as to leave little 
margin for abnormal clerical costs. When this practical 
difficulty is added to the doubt which many exporters 
have rightly or wrongly felt as to Russia’s ability to 
pay, it is clear that the normal Export Credit Guarantee 
procedure is hardly applicable to trade with Russia. 

An entirely new scheme has therefore been evolved, 
which is fraught with many possibilites. The Export 
Credits Guarantee Department and the Soviet Trade 
Representative have made an arrangement to cover 
orders for British goods to be placed by the Soviet 
Government Importing Organisations up to a total of {10 
millions sterling. These orders are to be placed by 
September 30, 1937, or approximately within a period of 
12 months, and the Soviet Trade Representative has given 
a formal assurance that the whole of these orders will be 
placed. They are limited to goods of a kind which will 
give rise to a substantial amount of employment in 
Great Britain, and exclude munitions of war. British 
manufacturers will negotiate for orders direct with the 
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proper Soviet representatives, but the essence of the 
scheme is that they are guaranteed payment in sterling 
within 30 days of the delivery of a satisfactory set of 
shipping documents. To effect this, as the documents 
are delivered, the Soviet Government will issue 54 per 
cent. 5-year sterling notes repayable at par up to the 
amount of each batch of orders. These notes will be 
taken up at par by the Export Credits Guarantee Depart- 
ment, who will itself guarantee both principal and 
interest and then proceed to sell the notes in the London 
market at the highest price obtainable. That part of the 
purchase price representing the premium over par will 
accrue to the Export Credits Guarantee Department, and 
the balance equal to the par value of the notes and 
therefore to the value of the orders placed will belodged 
in a special account opened by the Soviet Trade Represen- 
tative at Lloyds Bank. This account will be drawn upon 
to reimburse the British exporters. 

The essence of the scheme is that the Export Credits 
Guarantee Department guarantees the full amount of 
the debts due and also departs from its normal practice of 
charging the British exporter an insurance premium. 
In return it has the right to market in London a series of 
5% per cent. 5-year notes, repayable at par, which carries 
its own guarantee—in effect, the guarantee of the 
British Treasury. It isquitelikely thatit will beableto place 
these notes at a price of 113, and so it secures for itself a 
premium of 13 per cent. on the total value of its guarantee. 
This replaces the normal insurance premium chargeable 
to the exporter. In effect, the premium is paid by the 
Russian Government in the form of a high rate of interest. 
Still, as it has had to pay 6 per cent. interest to finance 
imports from Germany and Czecho-Slovakia, it also 
derives a slight advantage from this scheme. 

This news is welcome to the money market, for it will 
provide its members with a very useful short-term 
security and there is no doubt that the notes will be 
eagerly taken up. One or two words of warning, 
however, are advisable. Although the new Agreement 
was signed at the end of July, few orders under it are 
likely to be placed during the holiday period. Even 
when orders are placed, the goods have to be manufac- 
tured and delivered, and then up to 30 days can elapse 
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before payment falls due. It is not likely, therefore, 
that the first of the notes will be issued before late 
October or early November, while the last may not appear 
before the end of 1937. Thus members of the discount 
market who are expecting an immediate issue of notes 
may be disappointed. 

It is also a little premature to guess at the initial price. 
Much may happen in the market during the next seven 
weeks, especially if the Government increases its borrow- 
ings for rearmaments. Also, these notes represent a 
new form of finance, and so their exact terms and con- 
ditions will require careful scrutiny before their market 
value can be ascertained. Hence those people who are 
rashly predicting a definite price of 113 or 116 may 
prove to be a little wide of the mark. 

The general aspects of the Agreement are also of some 
interest. The attempt has been made to make political 
capital by drawing a parallel between this new Agree- 
ment and the abortive negotiations for a loan to Russia 
which played a prominent part in the downfall of the 
first Labour Government in 1924. Beyond the fact 
that this Trade Agreement may be said to constitute a 
British Government guarantee to a {10 million loan to 
Russia, there is no parallel at all. Political and economic 
conditions in Russia have changed fundamentally during 
the past twelve years, and the question of Russia’s 
pre-war debts has equally receded completely into the 
background. Again, this new loan, if indeed this is the 
correct term to apply, is linked up specifically and 
directly with the exportation of British goods. To 
compare the indefinite negotiations of 1924 with the 
limited and specific Agreement of 1936 is misleading in 
the extreme. 

The more important questions are whether in giving 
this guarantee the Treasury is incurring a reasonable risk 
and whether this Agreement constitutes a precedent 
which can usefully be extended to export trade with other 
countries. Russia, of course, is a special case. All 
her trade is under direct Government control, and so it 
was possible to negotiate directly and solely with the 
Russian official Trade Representatives. The import 
trade of most other countries is in private hands and so 
before a similar Agreement could be reached with other 
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Governments, they would have to set up the necessary 
machinery of organisation and control at their end. 
This task would not be impossible, especially in these 
days of import restrictions and licensing systems. Still, 
it is not quite so easy or simple as in the case of Russia. 

There is also the important question of how such notes 
are going to be redeemed. Russia is again a special case. 
She is a gold-producer and her exports, like her imports, 
are under direct Government control. Hence she can 
probably develop in due course a sufficient export 
surplus to provide the sterling needed to redeem the 
notes. But the whole scheme involves the stimulation 
of Anglo-Russian trade, possibly at the expense of trade 
between either or both countries and neutral markets. 
Hence there are arguments both for and against the 
extension of the scheme to other countries. In favour is 
the fact that the Export Credits Guarantee Department 
will be spreading its nets. The more notes it can place 
at a substantial premium, the more funds will it accumu- 
late in readiness for a possible default by a particular 
foreign country. On the other hand, if it ventures 
public funds generally in the work of financing export 
trade by guaranteeing foreign loans, the Government is 
making itself dependent upon an eventual expansion of 
imports into Great Britain sufficient to cover the interest 
and amortisation of these loans. Unless world trade 
generally revives, the necessary expansion in our imports 
may conceivably conflict with other aspects of British 
Government policy. 

Nevertheless, it is a fair and reasonable risk. The 
Treasury gains indirectly from a revival in our export 
trade. Larger exports mean more employment at 
home, more profitable industry, a reduction in the cost of 
maintaining the unemployed and more buoyant revenue. 
These are solid advantages to set against the risk involved, 
especially as it is the shrinkage of our export trade 
that is largely responsible for the present plight of the 
Special Areas. Anything which would spread all over 
the country our present prosperity which is now confined 
to a part of the country, would give us a more balanced 
internal economy and would be of inestimable advantage. 
This fact alone is justification for this and similar experi- 
ments. 
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The weakness of the scheme is that it tends to canalise 
international trade into bilateral channels. In a world 
of free markets this would be a serious objection. In the 
world of restriction and economic nationalism, the choice 
rather lies between trade on an artificial basis and no 
trade at all. Provided that the artificiality of the scheme 
is recognised, this objection therefore disappears. On the 
contrary, the new Russian Trade Agreement is a welcome 
attempt to revive British export trade. 


Australia’s Exchange Policy 


By H. V. Hodson 


INCE the article on the Australian Banking Com- 
S mission in the July issue of THE BANKER went to 

the press, more of the evidence given before the 
Commission has come to hand in verbatim form, and 
substantial reading it makes. Mr. A. C. Davidson’s 
written reply to the questionnaire sent to the Australian 
trading banks alone runs to some 50,000 words of intense 
and well documented argument. It is proposed in this 
article to review that reply in conjunction with the 
statement submitted by Mr. L. G. Melville, the economist 
of the Commonwealth Bank, though much less than 
justice can be done to them in a restricted space. 

The two documents, though not overtly directed 
against each other, constitute in effect a debate of the 
sort one might expect on problems of monetary policy 
and technique between, say, Mr. Keynes and Professor 
Gregory. Perhaps because they are of different personal 
temperament, Mr. Davidson, the General Manager of 
the Bank of New South Wales, differs strongly from Mr. 
Melville—and has differed for some years—on certain 
important issues in Australian banking. They disagree, 
for instance, over the function and effect of treasury bills 
in the Dominion’s monetary system. Mr. Melville 
marshals a series of arguments showing cause why the 
outstanding total of {50,000,000 of Commonwealth bills 
should be reduced by funding by anything from 40 to 
60 per cent. The bills, he contends, being regarded by 
the trading banks as part of their liquid reserves, have 
served unduly to expand the potential credit base, which 
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will be still further inflated if, as is to be expected, the 
present abnormally large volume of private fixed deposits 
at the Commonwealth Bank reverts gradually to the 
trading banks. Moreover, now that the Commonwealth 
Bank has become established as a genuine central bank, 
the trading banks are tending to scale down their estimates 
of the percentage of liquid reserves they ought to hold 
against deposits; this, Mr. Melville holds, is in itself a 
sound development, but it requires an equivalent funding 
of treasury bills if it is not to lead to a dangerous inflation 
of the Australian credit base. 

He draws an even more forcible argument from the 
position of London funds in the Australian banking 
structure. Before the depression the £84,000,000 of 
liquid reserves of the trading banks included {55,000,000 
of gold and funds in London, to which must be added 
£37,000,000 of similar assets held by the Commonwealth 
Bank. To-day, out of £87,000,000 of liquid reserves of 
the trading banks, only {23,000,000 are in the form of 
gold and London funds, and £25,000,000 are in the form 
of treasury bills, while the Commonwealth Bank holds 
{25,000,000 of treasury bills and £29,000,000 of London 
funds. The result is, if Mr. Melville is right, that the 
international assets of the Australian banking system, 
instead of fluctuating around {£90,000,000, now fluctuate 
around £50,000,000; any increase beyond this datum 
line makes the banks uncomfortably liquid, and leads 
them to take steps that in turn eventually cause a reduc- 
tion of London funds. The latter therefore cannot be 
expanded (as Mr. Melville holds they ought to be) much 
beyond the {50,000,000 mark so long as the volume of 
treasury bills remains as at present. 

Mr. Davidson does not directly counter these argu- 
ments, but he draws pointed attention to the value of the 
issue of treasury bills to the Australian banking system 
during the depression, whereby it ‘‘ was provided with 
cash and liquid resources, thus enabling it to maintain 
and extend its support to the business community.” 

‘In a depression ”’ (he writes), ‘‘ funding, apart from 
private funding by the Commonwealth Bank, is dangerous 
and should not be undertaken, because at such a time it 
will certainly cause further inactivity. Nor should it be 
undertaken in the stage of emergence from depression, 
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because it may then prove a serious hindrance to 
recovery. 

The implication of Mr.Davidson’s evidence on this point 
is that he believes Australia to be at present in such a 
transitional stage, and the practical danger to lie, not in 
an undue expansion of the credit base, but in an un- 
premeditated contraction that would unduly retard or 
reverse business recovery. 

This difference of diagnosis extends also to Mr. 
Davidson’s and Mr. Melville’s treatment of the problem 
of sterling funds and the Australia-London exchange rate. 
Here they diverge fundamentally, as the following state- 
ments show :— 


Mr. Davidson: “ The primary guide to exchange 
policy should be internal economic conditions and their 
relation to conditions abroad. ... Exchange stability 


is desirable, but if the price of exchange stability is 
instability in internal conditions, then it is too dearly 
bought. The first aim of monetary policy must be toler- 
ably stable internal conditions, and if this involves 
changes in the exchange rate, they must be undertaken.”’ 

Mr. Melville: “‘ Having regard to the necessity for 
Australia to trade on friendly terms with other countries, 
her need for overseas capital, and the convenience of 
traders and financiers, it seems best in her case to fix the 
exchange rate and adapt the economy to that fixed rate.”’ 

There is no need to cite here the various arguments 
by which these divergent conclusions are supported; for 
most of them are familiar, mutatis mutandis, to every 
student of monetary controversy in this country since 
our abandonment of the gold standard. It may be 
noted, however, that in Australia’s case the problem is 
greatly simplified, both theoretically and in practice, 
by the fact that she is really concerned only with one 
master exchange rate, the rate on a country that is 
responsible for one-half of her total external trade, and 
itself maintains a ‘“‘managed’”’ monetary economy. 
There can be no question of Australia’s pursuing stability 
in the sense of independently fixing the ratio of her 
currency to gold. Mr. Davidson, it should also be 
observed, urges that changes in the rate on London 
should be made gradually, by 1 per cent. or less at a 
time, in order to avoid the nervousness at present aroused 
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by the possibility of a sudden movement, perhaps of 
5 per cent. at a time. Certainly, if the exchange rate is 
not to be held deliberately stable (except in face of such 
a rare and violent disturbance as occurred in 1930), 
Mr. Davidson is right in pressing for a policy of smooth 
and small fluctuations: the alternative of medium-term 
periods of constancy, ended by sharp upward or down- 
ward movements of the exchange rate, combines the 
demerits of both plans. 

It is not surprising, in view of their attitudes towards 
exchange stability, that Mr. Davidson and Mr. Melville 
proceed to differ with regard to the control of London 
funds. To the former, with his subordination of external 
stability to internal monetary purposes, London funds 
appear primarily as a convenience of the Australian 
private banking system. Movements of London funds, 
Mr. Davidson argues, are not the signal for monetary 
policy, so much as the symptom of previous developments 
—in Australian trade and prices—which should already 
have provoked any necessary response in the way of 
changes in the exchange rate. To Mr. Melville, on the 
other hand, with his subordination of internal monetary 
policy to the need for maintaining a stable exchange, 
London funds are at once the instrument and the index 
of central banking policy. The central bank should 
allow them to accumulate or run off if this movement 
is likely to be temporary only, but if it is due to a per- 
manent disparity in the balance of payments then it 
must be counteracted by appropriate expansion or 
contraction of the internal credit base. 

It follows, according to Mr. Melville’s line of argu- 
ment, that these international assets should be con- 
centrated under the control of the central bank, which 
should be able at all times to discharge the responsibility 
of allowing seasonal or temporary fluctuations to take 
place in the international base without there being undue 
reactions in the internal system, as there may be if the 
London funds simultaneously fill the rdle of profitable 
liquid reserves for the trading banks. 

To this conclusion Mr. Davidson shows a sharp 
antipathy. The centralisation of London reserves, in his 
view, is undesirable ‘“‘ because it opens the door to 
centralized control of foreign exchange transactions.” 
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It is unnecessary, because the Commonwealth Bank can 
fix and hold the exchange rate, even if it possesses no 
more London balances than the statutory cover against 
the note issue, “so long as the rate does not over-value 
the Australian pound.”’ (This, of course, is only another 
way of saying that a “ black ’”’ foreign exchange market 
appears only when importers and others who need foreign 
currency cannot get enough from official sources at 
official rates). Thus the strength or weakness of Mr. 
Davidson’s argument resides in his subsidiary proposition 
that “‘ since it would rarely be advisable to over-value 
the currency we can say that only on rare occasions would 
it be necessary for the Commonwealth Bank to hold 
much in excess of statutory requirements for cover 
against the note issue.’’ And the validity of this, in turn, 
depends largely upon whether we accept Mr. Davidson’s 
thesis that the proper response to over-valuation is a 
depreciation of the exchange, or Mr. Melville’s that it is 
a contraction of the internal credit base, which obviously 
may take some time to have its effect in restoring London 
funds. 

The same antithesis underlies Mr. Davidson’s further 
statement that “ the balances held by the trading banks 
are accessible to the Commonwealth Bank by negotiation 
in case of need. No trading bank would refuse to sell 
some of its London funds to the Commonwealth Bank to 
keep it in the exchange market, realising that it is essential 
for the central bank to remain in the market in order to 
maintain control.’’ For the willingness of the trading 
banks’ co-operation with the central bank on such an 
occasion would be bound in some measure to depend 
on whether the latter was conforming to their wishes in 
regard to internal and external monetary policy, or was 
seeking to maintain the exchange rate by dint of forcing 
upon them an unpopular contraction of internal credit. 

Incidentally, Mr. Davidson unwittingly furnishes an 
argument against himself on the subject of the control 
of London funds when he admits that the proper rdle of 
an ordinary bank in foreign exchange business is never to 
hold an open position, and that a grand exception to 
this maxim for the Australian banks, as things are, is their 
ownership of large London balances; for this gives them 
a strong private interest in the rate of exchange—which 
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according to his own theory ought to be a flexible and 
independent instrument of monetary control in the hands 
of the central bank. Incidentally, also, there may be 
found in the same point at least a partial answer to his 
argument about the dangers of centralising London 
reserves. That course would not “open the door to 
centralised control of foreign exchange transactions ”’ if 
the practice of the trading banks simply was to “ lay off ”’ 
all London exchange commitments by corresponding 
purchases or sales at the Commonwealth Bank—though 
this would plainly necessitate some compensation to the 
trading banks for the loss of an interest-bearing but, 
nevertheless, highly liquid asset, and it would also 
probably widen the ordinary buying and selling margins 
on London exchange. 

Remembering always that the origin and background 
of the Australian Banking Commission’s enquiry are the 
socialistic or semi-socialistic demand for democratic 
control of monetary policy, the more closely one reads 
these documents the more clearly one perceives the inner 
issue to be, on the technical side of the problem, the nature 
of central banking authority over the monetary system. 
If central bank and trading banks may be assumed to be 
in accord, it becomes of minor importance whether the 
former has or has not invincible instruments of compulsion 
over the latter; but in that event it becomes all the 
more necessary for the authority of the third party—the 
democracy—to extend over both central bank and trading 
banks, whether it be through socialistic control or through 
indirect powers of suasion or through a natural confor- 
mity of interest. On the other hand, if the central bank 
and the trading banks are to be expected to differ in 
general policy—either because the former is socialised 
while the latter remain in private hands, or for reasons 
inherent in any monetary system—then it becomes 
important to develop and strengthen instruments of 
central banking compulsion. Needless to say, the present 
programme of the Australian Labour party towards 
this end, namely, the ruthless promotion of the Common- 
wealth Bank’s activities in the sphere of commercial 
and private business served by the trading banks, is 
the most objectionable and dangerous of the many 
possibilities. 

Q2 





THE BANKER 


Money and the State 
By D. H. P. Cannon 


HE theoretical arguments in Professor Robbins’ 
article on Monetary Policy in the June issue 
can scarcely be questioned, and few would 
dispute the conclusion that the only hope for the world 
lies in an international monetary policy. But as this 
objective seems at the moment to be quite unattainable 
it is of little use to base our own monetary policy on 
this ideal. 

Far from helping us to decide on the right line of 
policy, Professor Robbins’ article is, in my opinion, 
definitely mischievous in that it seeks to perpetuate 
the idea that “the intrusion of local politics into the 
business of banking is, from the international point of 
view, a wholly retrograde step.’’ Of course, this is no 
new idea. Those who believe in the gold standard in 
its pure state insist that if only it were allowed to work 
freely the international monetary system would auto- 
matically control itself. They are convinced that the 
system is self-equilibrating; that there is no need for 
a Government to control it in any way. According to 
them its mechanism should be left in the guardianship 
of a select band of bankers, who would preserve its 
purity. 

It is true that Professor Robbins makes no direct 
allusion to the gold standard in his article; but the 
inference seems clear, for he wants an international 
monetary system completely free from “ political ” 
interference. That ought, of course, to mean that the 
system must be free from al/ interference, unless it be 
suggested that some authority higher than the State 
should be the controller of our monetary system. 

If it were possible to devise a monetary system that 
was in actual practice completely self-regulating, few 
would deny that we should aim at establishing that 
system as soon as conditions were ripe. But in fact no 
such system has ever been discovered. Gold standard 
or no gold standard, the credit mechanism calls for 
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continuous control, and the only room for argument is 
in regard to who shall exercise the necessary control and 
what shall be their objective. 

This statement is in itself admittedly rather dogmatic. 
But it is well supported by facts. None can deny that 
even during the golden age before 1914, the Bank of 
England was continuously interfering with the credit 
mechanism. It was forced to do so. Every variation 
in the form or amount of the National Debt, every 
change in the form or amount of taxation (to mention 
two only of the numerous disturbing factors) produced 
disturbances in the credit mechanism, and these dis- 
turbances the Bank of England, by its Bank Rate policy 
and its Open Market Policy, was constantly seeking to 
correct. 

The fact is that economic conditions in this country, 
as in any other country, are inevitably affected by 
Government policy, and particularly by Government 
finance. Nowadays, of course, they are affected from 
many directions by all kinds of Government regulations 
in commerce and industry; but whilst the latter type 
of interference reacts more or less indirectly on credit 
conditions, the influence of Government finance is almost 
direct. The only way to obtain a credit system that 
would be unaffected by Government policy would be 
to deprive the Government of its powers. 

It is all very well for Professor Robbins and his 
colleagues to work out theories showing how the economic 
system would work if it were free from Government 
interference, and there is no doubt that these academical 
researches have enormous value. But when we come 
to apply our theories it is essential that we should be 
practical and have regard to facts as they exist. For 
good or for evil we have given the Government—the 
State executive—very wide powers. Some would say 
that these powers are becoming too wide; others would 
maintain that they should be still further extended. 
But surely no-one would wish to do away with those 
powers altogether ! 

The trouble is that few people can examine this 
problem without political bias. The tendency is to 
assume that anyone who advocates Government control 
of the monetary system necessarily desires this as a means 
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to facilitate complete nationalisation of the economic 
system. Whether or not the latter development is 
desirable is beyond the scope of this article, but the 
point I wish to make is that, under our existing economic 
system, Government control of the country’s credit policy 
ts essential, and that this fact ought to be realised by 
all political parties. 

These claims are based on two main grounds : firstly, 
that there is no such thing as a completely automatic 
monetary system; and secondly, that since the monetary 
system has to be managed by someone, the only authority 
that can safely be trusted to exercise control in the 
interests of the country as a whole is the Government. 

It is impossible to substantiate the first of these 
points in a brief article. Indeed, it would be presumptuous 
to attempt to doso. I would rather appeal to supporters 
of the gold standard to answer these questions :— 

1. Even if international trade were absolutely free, 
could a gold standard be left to work itself? 

2. Would not every change in the fiscal policy of an 
important country introduce disturbances into the 
working of the international gold standard ? 

3. Even supposing this country were willing to work 
a free gold standard, would not the system be put out 
of gear directly any other country failed to “ play the 
game according to its rules”? 

4. Is it not a fact that the credit systems in other 
important countries are not sufficiently elastic to produce 
a completely automatic response to gold movements ? 

5. Did not the Macmillan Committee recommend that 
whilst retaining the gold standard we should manage 
our currency internally ? 

I am convinced that answers to these questions 
would admit that the gold standard could not work 
automatically even under the comparatively free condi- 
tions that existed twenty years ago. We know that the 
pre-war gold standard was practically a sterling standard, 
and that it was then largely directed by Bank of England 
policy. Equally, we know that after the war the standard 
was more nearly a “ dollar standard,” and that to-day 
it is a mixture resulting from the conflicting policies of 
France and the United States. 

Even without a further development of economic 
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nationalism it is difficult to believe that the various 
‘Governments will willingly give up the powers they 
are now exercising in dictating their monetary policies. 
Experience in recent years has shown how powerful is 
the influence they can exert on trading conditions through 
control of credit and foreign exchanges. So long as the 
Government of a single important country retains in 
its hands the power to manipulate the money machine 
to its own advantage, so long must other Governments 
be in a position to compete on equal terms. 

Moreover, even if all Governments could be convinced 
of the desirability of maintaining “ neutral ’’ monetary 
conditions it would be necessary for them to reach 
agreement on what was implied by “ neutrality ” at any 
given moment. In view of the widespread controversy 
on this point even among experts in our own country, 
it must be admitted that credit policy is a problem to 
be solved—it cannot be left to control itself. 

It seems equally obvious that when you have a 
problem requiring international agreement, and one 
that has a tremendous influence in determining the 
direction of international trade, you cannot disentangle 
it from international politics. It is essentially a problem 
to be considered by representatives of the various 
Governments. We should not dream of arranging 
Trade Agreements with other countries, or of deciding 
on Tariff policy, otherwise than through our Government 
departments. The monetary aspect of our foreign policy 
ought to be regarded in the same light. And since 
domestic monetary policy cannot be segregated, that 
also ought to be the concern of a Government department. 

When it is realised how vitally important monetary 
policy is in determining economic conditions it is amazing 
that this aspect of economic policy should be regarded 
almost as a side-line of a Government Department—the 
Treasury—whose main function is certainly not recognised 
as being that of controlling credit conditions. 

Nevertheless, although it may not be generally 
realised, we do already recognise (by implication) that 
monetary policy is the responsibility of the Government. 
When we talk about international agreement on monetary 
policy we mean agreement that has Government sanction. 
Any other agreement would be worthless. 
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In practice we have become quite reconciled to 
talking about a “ country’s” monetary policy; we know 
that the Government does and must decide the general 
lines of that policy. And yet theorists still speak with 
concern of the dangers of political control ! 

In this country we keep up the pretence by main- 
taining that the Bank of England is free from political 
interference. If that is true, it means that the Govern- 
ment is not master in its own house. It means that 
the Bank of England controls internal credit conditions, 
whilst the Treasury controls the exchange-rates. It 
means that the Bank can control credit independently 
of the Government’s wishes; but only in a deflationary 
direction. It can restrict credit to any extent it chooses; 
but its powers to expand credit beyond a certain extent 
depend upon its ability to obtain Treasury sanction for 
an increase in the fiduciary issue. 

The position is farcical. It has the effect of hiding 
responsibility, because no-one knows whether they should 
criticise the Bank or the Government. 

After all, what is it we fear from “ political control ”’ 
of the credit mechanism? When a Government is put 
into power nowadays it is understood that it will direct 
the economic policy of the country. We are not afraid 
that the Government will plunge into an orgy of irrespon- 
sible legislation on such matters as labour policy, tariff 
policy or budget policy. We know that the Government 
will make full use of the experience of the permanent 
officials before taking any drastic steps. The position 
ought to be the same in regard to monetary policy. It 
should be admitted that monetary policy is the very 
direct concern of the Government, which should have full 
powers to enforce its policy. Whether or not you 
nationalise the Bank of England seems unimportant, so 
long as it is understood that in regard to broad lines of 
policy it takes its orders from the Government. 

One final point. Professor Robbins desires an 
international monetary policy. On that point most of 
us are in agreement. But if this country is to be able 
to approach the others with a scheme for international 
co-operation in the sphere of money it will have to 
make this part of a wider scheme for economic co- 
operation. International monetary agreement would not 
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last long unless it were accompanied by agreement in 
relation to other aspects of economic policy, e.g. fiscal 
policy. But the latter is indubitably a Government 
monopoly. How then, can we ever hope to achieve 
the desired international monetary policy unless our 
Government can ensure its fulfilment in conjunction with 
those other aspects of policy over which it already has 
undisputed control ? 


The Problem of Credit Control 
in the United States 


‘Te last three years have witnessed an astonishing 
evolution in the underlying conditions of the 
banking system in the United States. In March 

1933 the whole system was in a state of collapse. The 

President, invoking the forgotten powers conferred on 

Woodrow Wilson in wartime, was compelled to proclaim 

a ‘‘ holiday ” for the banks of the entire nation. More- 

over, this final collapse followed two years of drastic and 

almost continuous deflation, during which the main 
anxiety of every banker was to dispose of his assets, 
loans and investments alike, as rapidly as he could 
without suffering too great a loss. It is probably safe 
to say that there has never been another occasion when 
so large a banking system was so wholeheartedly and 

so vainly pursuing liquidity as in America between 1931 

and 1933. It is certainly true that there has never been 

another time and place when liquidity has been so 
lavishly showered upon a banking system as in America 
between 1933 and 1936. The change has been astonishing. 

Little more than three years ago there was a frantic 

struggle to obtain adequate cash reserves. To-day 

reserves are so high that there is serious discussion 

whether a runaway inflation is not inevitable. In 1933 

liquidity was a much-desired will-o’-the-wisp. To-day 

it is regarded as a menace. 

Some of the outstanding figures are illuminating in 
this connection. In the summer of 1929 the reserves 
of the member banks of the Federal Reserve system, 
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maintained in the form of deposits with the Federal 
Reserve Banks, stood at about $2,300 millions. Some 
member banks, as is inevitable in the daily course of 
business, had slightly more reserves on deposit with 
the Federal Reserve than was required by law, but these 
“excess reserves ’’ amounted only to some $40 millions. 
On the other hand most member banks, in order to 
maintain their reserves at the required figure, had been 
compelled to borrow from the Reserve and the total of 
these borrowings amounted to $1,300 millions, or more 
than half the total reserves. The total reserves of 
$2,300 millions backed a total of member bank deposits 
of $31,761 millions. (It should be remembered that these 
figures refer only to member banks and that the majority 
of small country banks have never veen members of the 
Federal Reserve system ; but the member banks represent 
by far the more significant part of the whole banking 
structure.) 

Member bank reserves touched their lowest point 
at about $1,900 millions in March 1932. From that 
time onwards the Federal Reserve Banks began to buy 
large amounts of securities in the open market with the 
result that member bank reserves began to rise. For 
another twelve months the member banks were in serious 
trouble, but they were no longer plagued by a shrinkage 
of the cash basis of the credit structure. 

By April 1933, after the re-opening of the banks, the 
reserve position was already very much easier than it 
had been a year previously. Total reserves had increased 
to $2,040 millions, and although this was stil! $260 
millions below the 1929 level, the shrinkage of deposits 
had been such that the volume of reserves required by 
law was only $1,660 millions. ‘‘ Excess reserves,” in 
other words, had increased to $380 millions. Some 
member banks, however, were still in debt to the Reserve, 
their borrowings amounting to $320 millions. Broadly 
speaking, the banks of the large cities were beginning 
to pile up excess reserves, although the country banks 
were still in debt. For the remainder of 1933, the Reserve 
continued to buy in the open market with the result that 
by the end of the year, excess reserves had risen to 
$770 millions, while borrowings were reduced to less 


than $100 millions. 
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Up to this point, then, open market purchases had 
created a net amount of about $700 millions of excess 
reserves. There were other elements in the situation, 
but this statement is broadly true. From the beginning 
of 1934, the Reserve Banks have, on balance, neither 
bought nor sold securities in the open market. On the 
other hand, the devaluation of the dollar at the end of 
January 1934 started an enormous inflow of gold into 
the United States, which amounted by the end of June, 
1936, to no less than $3,343 dollars. This inflow has 
had its classical effect of expanding the reserves of the 
member banks by an equal amount. There has been 
a further influence making for expansion which has been 
of importance in recent months. When the dollar was 
devalued the profit on the enormous gold stock of the 
country was impounded in the Treasury, and increased 
the Treasury’s cash balance by an equal amount. Every 
dollar of this profit is ‘‘ new” or “ created’ money and, 
if it is spent, it naturally increases the member banks’ 
reserve balances in precisely the same way as the expen- 
diture of any other money which the Government obtains 
by means other than taxation or borrowing. Until 
recently, however, most of this money has remained in 
the Treasury and has not affected the monetary situation. 
In June, however, it became mandatory on the Govern- 
ment to pay the enormous “ veterans’ bonus’’ voted 
by Congress. The bonus was paid in bonds, but the 
bonds were made immediately encashable and large 
amounts of them were, in fact, cashed. The Treasury 
found the necessary funds, not by borrowing, but by 
drawing down its cash balance, which fell from $4,028 
millions on June 18, 1936 to $2,759 millions on August 13. 
Member bank reserves have therefore been swollen by 
a further $1,270 millions from this source. If the 
Treasury borrows from the market to restore its balance, 
excess reserves will, of course, disappear by the amount 
of the increase in the balance. 

The net effect of these factors—gold imports and 
reduced Treasury balances, together with smaller factors, 
such as any return of currency from hoarding—has been 
to raise member bank balances to unheard of heights. 
On August 13 they stood at $6,116 millions, or 264 
per cent. of the level of midsummer 1929. Of this total, 
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$3,170 millions—itself well above the 1929 total—was 
in excess of requirements. Member bank borrowings had 
fallen to the derisory level of less than $8 millions. 

A situation in which the member banks have more 
than twice the reserves they are required to keep by law 
is clearly unsafe. It is true that credit has not been 
expanded by nearly the same proportion as_ total 
reserves. “‘ Required reserves,” which are a true reflection 
of the size of the whole credit structure, are 29 per cent. 
higher than in 1929 and 77 per cent. higher than in 
April 1933. This is a substantial proportion of increase, 
but, broadly speaking, there is no anxiety over the 
present dimensions of the credit structure but only over 
the future expansion for which this volume of excess 
reserves is both license and encouragement. The volume 
of excess reserves existing on August 13 will possibly 
not cause a runaway inflation of the American credit 
structure. But it obviously does nothing to discourage 
it. Moreover, so long as there are these enormous excess 
reserves, the classical method of controlling expansion, 
by raising Bank Rate, is useless. There is no point in 
raising the rate of interest for loans when nobody needs 
to borrow. 

For some time past, therefore, the authorities have 
been directing their attention towards the wisdom of 
taking measures to reduce the volume of excess reserves, 
and thus place themselves in the position to exert control 
over the market when and if such control becomes 
necessary. The first measures to be taken were minor 
in character. Deposits of the Government (which, in 
America, are placed in a great variety of banks) were 
concentrated in the Federal Reserve Banks. This had 
the same effect as a transfer of public funds from the 
joint-stock banks to the Bank of England would have 
in Great Britain. But the Treasury keeps only a small 
part of its cash balance with member banks, and political 
considerations prohibit the drawing-down of these de- 
posits to the vanishing point. The manceuvre had the 
result of reducing excess reserves by a few hundred 
million dollars, but the sums involved were too small 
to have any major effect on the situation. 

Accordingly, in July the Board of Governors of the 
Federal Reserve system took a bolder step. Using 
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powers conferred upon it in 1933 and confirmed by the 
Banking Act of 1935, the Board announced that from 
August 15 the proportions of reserves required to be 
held by member banks against their deposits would be 
increased by half. The old proportions were 3 per cent. 
against time deposits, and 7, 10 or 13 per cent. against 
demand deposits, depending on the size of the city in 
which the bank is located. The new proportions 
accordingly are 43, 103, 15 and 19} per cent. respec- 
tively. The effect of this measure can be seen by the 
figures for August 13, immediately before the change 
took effect. On that date, total reserves amounted to 
$6,116 millions, of which $2,946 millions were “‘ required ”’ 
and $3,170 millions “excess.” On August 15 the 
‘“‘ required’ reserves would increase by half, to $4,419 
millions, leaving an excess of $1,679 millions. 

The liquidity of the member banks is so great, and 
so widespread that they were able to put up $1,473 
millions more “ required’’ reserves without borrowing 
more than $3-9 millions, as the statement for the week 
before the change shows. In other words, this increase in 
reserve requirements has not effected any positive re- 
striction in credit, it has merely removed some of the 
temptation to excessive expansion. But the remaining 
$1,679 millions of excess reserves is a large enough 
figure. It would still permit an expansion of 38 per cent. 
in the present credit structure. It is consequently 
worth while enquiring what further measures of control 
the authorities have at their command. 

The most obvious further step would be another 
increase in reserve requirements. The Board is em- 
powered to impose a further increase of one-half the 
original (or one-third the new) requirements. This would 
remove a further $1,473 millions of excess reserves. In 
addition, the Reserve Banks could, in theory, sell their 
$2,430 millions of securities. If both these measures 
were taken, excess reserves would disappear and the 
member banks would be compelled to borrow $2,224 
millions. This would undoubtedly bring the situation 
under control and the Federal Reserve rediscount 
rate would resume its domination of market interest 
rates. There are further possibilities of deflation in the 
$2,034 millions of assets of the Reconstruction Finance 
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Corporation. These assets consist to a large extent of 
the securities of banks, railroads and industrial companies 
taken as collateral for loans, and many, though not all, of 
them would be marketable. Every sale would, of course, 
reduce member bank reserves. 

There cannot, therefore, be any doubt that the 
authorities possess the technical power, on paper, to 
control the situation. But there are other factors to be 
remembered. In the first place, there is no sign that the 
inflow of gold into the United States has come to an end. 
It is true that an outflow of gold would reduce excess 
reserves, but it seems more likely that a continued 
inflow will expand them still further. Secondly, the 
Treasury’s cash balance still amounts to more than 
$2,750 millions, which is much more than has been 
usual at any time save the last few years. It is only 
reasonable to suppose that the tendency will be to 
reduce rather than increase this swollen balance. If so, 
excess reserves will be increased. 

Lastly, there is one very good reason for doubting 
whether the authorities will have the desire to use the 
powers they undoubtedly possess. This arises out of the 
state of the Treasury. The budget deficit is still very 
large, and even if a balance is attained, the Treasury 
will be faced with a National Debt half of which is in 
short-term securities. A buoyant bond market will he 
a paramount necessity of public finance for some time 
to come. But if the Reserve Banks sell their Government 
securities, the bond market will be seriously depressed 
(the Reserve Banks hold nearly 74 per cent. of the whole 
National Debt and a much larger proportion of the 
market supply). If they adopt any other measures which 
seriously restrict the cash reserves of the member banks, 
these latter will attempt to replenish their cash by 
selling some of their present swollen gilt-edged port- 
folios. These specific considerations reinforce the general 
principle that credit restriction and budget deficits are 
mutually incompatible. 

The increase in reserve requirements has thus by no 
means solved the problem of re-establishing control over 
the American credit structure. Indeed, it may truly be 
said to have merely directed attention to the dimensions 
of the problem to be solved. 
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Something for Silver 


By H. C. G. Slater 


RESIDENT ROOSEVELT’S “ something for silver ”’ 
P policy has ended, if one may employ the term, in 

a “flat spin,” and it is little consolation at this 
stage to remember that there is still one country, India, 
which retains its age-old desire to purchase the metal if 
not directly for currency purposes at least as a store of 
value for its teeming millions. China, thanks to the 
success of her currency plan, is engaged in bartering her 
surplus stocks of silver for gold and foreign “ valuta,”’ 
and, apart from India, the East generally can at present 
no longer be regarded as likely to absorb.as much of the 
annual world production of silver as formerly. In the 
West, Mexico has called in her former silver currency, 
and as the demand for silver by other countries is likely 
to be in future comparatively unimportant, it remains 
chiefly for the United States to determine what further 
steps should be taken now to bring about the increasing 
use of silver for monetary purposes. This, it will be 
remembered, was one of the purposes of the London 
agreement on silver of June, 1933, and one of the 
objectives of the American Silver Purchase Act of June, 
1934. That the latter up to date should not only have 
failed to establish confidence in silver, but in fact made 
its use aS a monetary reserve less likely now than ever, 
bears out perhaps the words of Senator Pat McCarran, 
of Nevada, who is reported as having said that “ the 
Silver Purchase Act was delivered into the hands of its 
known enemies for execution.” 

It is well known that silver is largely a by-product of 
lead, spelter and copper, and any increasing use of these 
metals must thus augment the available production of 
the silver mines. When a further stimulus to production 
is given by means of an enhanced price it is evident 
that any attempt to maintain silver prices at any par- 
ticular level calls for control of the supplies of the chief 
silver-producing countries as well as for some restriction 
on the sales by countries with surplus stocks, 
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The professed desire of the United States Government 
in 1933 was to prevent the price of silver going any 
lower than 18d. per oz., and to encourage an increased 
use of the metal for monetary purposes, and it was 
in pursuance of these objectives that the London 
Silver Agreement was concluded in June, 1933. By 
this pact the five important producing countries, United 
States of America, Mexico, Canada, Australia and Peru, 
agreed to withhold from or take off the market annually 
a total amount of about 35 million ozs. for the four years 
commencing January I, 1934, while India and Spain 
as holders of large stocks promised not to sell more than 
50 million ozs. and 7 million ozs. respectively in any one 
year, or between them an aggregate amount of 160 million 
ozs., in the four-year period. China, also, agreed not to 
sell supplies derived from demonetisation of her silver 
coin. These measures, however, were rendered abortive 
by the policy which the American Treasury itself adopted 
and which caused over 600 million ozs. of additional 
silver to be thrown on the market between June, 1933, 
and December, 1935. Figures illustrative of the world 
production of silver in recent years and the relative im- 
portance of the chief producing countries are given 
below :— 

1932 1933 1934 1935 1936 (estimated) 


World _pro- Fine ozs. (in thousands) 

duction .. 164,892 169,159 190,859 204,084 240,000 
USA. .. 23,831 20,955 26,441 38,322 61,000 
Mexico .. 69,300 68,109 74,142 75,606 77,c00 
Canada .. 18,536 15,201 15,317 15,763 17,000 
Peru ée 6,317. 7,000 10,381 15,798 18,000 
Australia .. 6,461 7,400 8,674 8,830 8,000 


If allowance is made for sales by other countries 
such as Russia and the additions and subtractions from 
world production figures due to the terms of the London 
agreement, the amount available each year for market 
purposes would normally be 200-250 million ozs. Little 
difficulty would be experienced in absorbing this amount 
as probably 100-120 million ozs. would be required for 
trade and industrial requirements, the balance being 
taken by various Governments for currency purposes 
and by the usual speculative demand. Since, however, 
the result of the United States Treasury policy up to now 
has been (apart from forcing up the price of silver from 
18d. per oz. in June, 1934, to over 36d. per oz. in April, 
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1935, and then allowing it to fall again to the present 
level of about 20d. per oz.) to drive Manchukuo, Mexico, 
China and Hong Kong off silver, the quantities likely to 
be thrown on the market at any time are incalculably 
more, especially as India shows a disposition to sell from 
her hoards as soon as the price advances. The stages 
by which this position has been brought about are well 
known, but a brief recapitulation of events may be of 
interest. 

Following on the London Agreement in June, Presi- 
dent Roosevelt, by proclamation in December, 1933, 
authorised the United States Mints to purchase all silver 
newly mined from natural deposits in the country at a 
price of 644 cents per oz. (the world price was about 
43 cents). This naturally attracted speculative attention, 
especially after the acceptance by America, in payment 
of part of the United Kingdom war debt of some 20 
million ozs. of silver at 50 cents per oz. in June of that 
year. In January, 1934, the American dollar was 
devalued to 59:06 per cent of its former value and the 
United States Mints were authorised to buy gold at $35 
to the ounce. Silver for currency purposes was valued 
at $1.29 cents per oz. This step was followed in June, 
1934, by the now famous Silver Purchase Act by which 
the American Treasury was empowered to buy silver 
until the ratio of gold to silver in the country’s monetary 
reserves reached 3 to I, or, presumably, until the price 
of silver reached $1.29 cents per oz. At that time the 
United States Treasury holding of silver was about 691 
million ozs., and it was calculated that on the basis of a 
gold reserve of $7,800 millions with a silver price of 
$1.29 cents to the ounce, the Treasury would need to 
acquire over 1,200 million ozs. if its obligations under the 
Act were to be fulfilled. In August, 1934, silver was 
nationalised in the United States and taken over at 50.01 
cents per oz. and a tax of 50 per cent. imposed on 
all profits accruing from dealings on silver. Though 
the United States Treasury had been purchasing silver 
in the world market in small quantities since May, 
1934, it was not until August that it began its intensive 
buying campaign abroad, one result of which was to raise 
the price from about 203d. in August, 1934, to 24d. in 
December of that year, and later to about 273d. in 
March, 1935. In 1934 it was estimated that the United 
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States Treasury had purchased some 86 million ozs. in 
the London market alone, an amount which would 
normally have exhausted the available supplies had it 
not been that the rising price of the metal through specu- 
lative activity had attracted additional quantities from 
elsewhere. Considerable supplies began to arrive from 
India as well as from China where the silver dollar had 
become more valuable as bullion than as currency. 
In addition to London purchases in 1934, the United 
States Treasury acquired about another 80 million ozs. 
elsewhere, while, in 1935, the total amount purchased 
was probably over 500 million ozs. These quantities 
were, of course, fantastic when comparison was made 
with the figures of normal supplies. Indeed, stocks of 
about 200 million ozs. were estimated to be held by 
speculators at one time, and though it was fairly 
obvious that these were being encouraged to acquire 
and hold up supplies, the United States Treasury 
continued its open market purchases. Not content, 
however, with buying as much silver as was offered 
to it in the world market, the Treasury on April ro, 
1935, raised its price for the acquisition of domestic silver 
from 643 cents to 71 cents an ounce, and followed this on 
April 24 by a second advance to 77:57 cents, thus directly 
encouraging speculative demand to carry the world price 
to over 36d. per oz. or about 81 cents per oz. By that 
time Mexico, after futile protests in Washington, had 
decided to substitute a paper currency for silver, and China, 
also, whose currency and foreign trade had been badly 
disturbed by the trend of silver prices, appealed to Wash- 
ington for some reconsideration of its silver policy. 
Probably as a result of these protests the United States 
Treasury suddenly became less active in its purchases in 
the world market, and heavy liquidation ensued which 
caused the price to fall after some fluctuation to about 
30#,d. per oz., a price which was reached on July 15, 1935. 
At this level America again began to support the market 
more strongly but later reduced her buying price to about 
29d. per oz., absorbing all offerings at that figure. 
Between August 12 and the beginning of December, 1935, 
the London price fluctuated round about 29d. per oz., but 
on withdrawal of American support on December g the 
price began to fall until it reached 20fd. on December 24. 
At this level, fortunately, Indian buying was attracted, 
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and the price has been maintained round about that figure 
ever since. Though American support of the London mar- 
ket ceased on December g, Mr. Morgenthau, the Secretary 
of the United States Treasury, stated that purchases had 
been made elsewhere, and in fact, some support was 
given in December and early January to the Bombay 
market, a factor which materially assisted the smooth 
adjustment of the overbought position there. 

Prior to the announcement of the Chinese currency 
reform scheme on November 5, 1935, the Chinese Govern- 
ment itself, not unnaturally, had been quietly disposing 
of its silver stocks in order to acquire holdings of foreign 
exchange, and since the inception of its managed currency 
scheme it has experienced no difficulty in maintaining 
the Shanghai exchange fairly stable round Is. 24d. sterling. 
A month later the Hong Kong Government, of necessity, 
followed the Chinese lead in abandoning silver, and 
the exchange value of the Hong Kong dollar was fixed 
at about 1s. 4d. sterling. Since the events of December 
last and the apparent cessation of its market purchases of 
silver, the United States Treasury has had a series of 
conferences with representatives of Mexico, Canada and 
China on the silver situation. On January 6, 1936, Mr. 
Morgenthau, for the United States, and Mr. Eduardo 
Suarez for Mexico, reached an agreement as regards silver 
which was stated to be mutually satisfactory, and, though 
details were withheld, it was believed that America 
would continue to purchase all offerings of newly mined 
Mexican silver at 45 cents per ounce, a price roughly 
equivalent to the present world price. In March, 1936, 
it was announced that the Federal Reserve Bank of New 
York had been authorised to purchase at the same price 
through the Bank of Canada, silver newly mined in the 
Canadian Dominion, and it was indicated that the amount 
to be acquired would be approximately the annual out- 
put of the Dominion less the amount of 1,671,802 ozs., 
which Canada must retain under the London Agreement. 
An arrangement with China followed in May by which 
the United States Treasury undertook to purchase an 
unspecified amount of silver from China over a period of 
months at market prices. The quantity involved, how- 
ever, is believed to be about 75 million ozs. China, for 
her part, agreed to use the proceeds of any sales strictly 
for currency stabilisation purposes, and to this end can 
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request payment in gold. Previous purchases from China 
by the United States were about 19 million ozs. in 
November, 1934, and 50 million ozs. in November, 1935. 
It is known that the United States Treasury are anxious 
to conclude similar agreements with Peru and other 
South American countries, and an interesting side light 
on the situation is provided by Senator Thomas, of 
Oklahoma, who is reported as saying: ‘“‘ We should line 
up Mexico, Canada, the South American countries, and 
those in the Far East to combat Great Britain’s managed 
currency bloc. We could lend those countries gold or 
silver, fix up a stabilisation arrangement, and then Great 
Britain would have to come our way.” If these words 
accurately reflect the United States Treasury view of the 
silver problem it becomes quite obvious that the acquisi- 
tion of silver stocks under the Silver Purchase Act is but 
part of a larger design in which the pound and the dollar 
become the chief protagonists. This would explain, 
perhaps, why the Indian Government with large stocks 
of silver for disposal is not being given the chance of 
re-selling to America some of the 200 million ozs. of silver 
which it purchased in 1918 at Io cents per oz. under the 
Pittman Act, and also why the United States Treasury 
continued its purchases of silver throughout 1935 not- 
withstanding the fact that its fast growing gold reserves 
were making the 3 to I ratio of gold to silver stocks more 
and more difficult of attainment. It is, of course, quite 
evident that the large sales of dollars against silver in 
1934 and 1935 materially affected the dollar sterling 
exchange. Figures relating to silver acquisitions by the 
United States Treasury under the various enactments are 
given below :— 


Receipts of newly mined silver up to— Fine ozs. 
Week ended July 10, 1936 eames Proclamation of 
December 21, 1933) ni a - 90,935,900 


Silver transferred up to— 
Week ended July 10, 1936, under Nationalisation 


Order of August 9, 1934 . : 112,958,943 
Purchases under Silver Purchase Act, 1934 ‘up to— 

Week ended December 27, 1935 .. - - 663,900,000 

' ; 867,794,843 

Add approximate silver holding at June, 1934 ai 691,000,000 


Total .. “s .. Ozs. 1,558,794,843 
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With the United States monetary gold stock valued 
at about $10,660 million the silver requirements as laid 
down by the Silver Purchase Act (at the coinage value 
of $1.29 per oz.) are still about 1,200 million ozs., and 
it is highly probable that President Roosevelt, when it 
suits him, will devalue the silver dollar (under S. 12 of 
the Gold Reserve Act, 1934) in the same way as the gold 
dollar, and thus raise the value of silver for currency 
purposes. A coinage value of silver of $2.18 per oz. 
would provide an easy solution of the difficulty of the 
3 to 1 ratio of gold to silver stocks. 

Meanwhile, what of the future of the world market ? 
The only buyer of importance at present is the Indian 
peasant, who is estimated to have absorbed about 
70 million ozs. since October, 1935. The present world 
price of 20d. per oz. is equivalent roughly, to 8 as. per 
tola in Indian currency, a price which suits the Indian 
pocket, but can this demand be relied on to continue 
now that silver has so largely become discredited in the 
East? The answer is problematical, and unless China 
and other countries can be induced to utilise silver again 
in fair quantities for currency purposes or the industrial 
use of the metal can be established on a broader basis, 
the outlook for any increase in price does not seem 
bright. 


Italian Banking and Finance 


By J. F. Eggleston 


OW that a vital period in the history of Italy has 
N ended, the effects of the country’s resistance to 
sanctions and a survey of the banking and financial 
measures taken to enable the framework of the country 
to withstand the inevitable damage, cannot fail to be of 
interest to the banking observers of the world. 

First of all we will take the position of the banks 
during the crucial period. Previous reorganisation of 
the banks had freed them from many of the assets which 
in time of crisis inevitably become frozen—but the 
exigencies of war finance and the sudden cessation of 
foreign credit facilities called for even more drastic 
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measures. In order to render the banks able to with- 
stand, or better still, to prevent a run caused by nervous 
depositors, the Istituto per la Ricostruzione Industriale, 
a semi-state institution already in existence, assisted 
the banks in the matter of their investments, so that 
their position might be rendered as liquid as possible. 
By taking 2 milliard lire of securities from the market 
during the first part of 1935 this institution had released 
large funds which helped to finance the manufacture of 
war material, and gave elasticity to banking resources. 
Consequently no moratorium was _ necessary, and 
deposits with the banks and the post office, after showing 
a reduction from 64 to 61 milliards, again reached the 
larger figure during the course of the year. 

The authorities had also to defend themselves from 
the dangers of inflation. War creates conditions favour- 
able to an all-round increase of prices, and the heavy 
reduction of imports from the sanctionist countries 
tended to cause a shortage of raw materials which might 
well have been reflected in a higher price level. There was, 
indeed, an increase in the wholesale price index from 
280.23 in January to 355.66 in November, whilst retail 
prices rose during the same period from 373-5 to 416-3. 
The figures in April of this year were 368 and 417. 
Securities also were quoted at higher levels. The 
Government took measures to ensure that the control of 
prices and concomitantly finance and industry should 
remain in its hands. The flow of capital into the pur- 
chasing of shares with variable dividends, which would 
have caused a diversion of capital from war needs, was 
thwarted by measures fixing a maximum dividend on 
industrial securities, and the leakage of nervous capital 
into the construction of buildings was, with the help of 
local authorities, effectively blocked. The latter restric- 
tion was also intended to reduce the importation of 
building material. Cartelle Fondiarie, used by banks in 
the financing of building and the improvement of estates, 
showed a reduction of 100 millions. Partly as a result of 
these measures, aimed at preventing inflation, the note 
circulation, which from the end of October, 1935, to 
December 31, had gone up to 246 millions, was down by 
1,045 millions on May Io, 1936. 

The Government’s next concern was to prepare the 
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market for the reception of loan issues to provide for 
the needs of war. State bonds had fallen from 82 in 
January to 67-20 in August 1935. Whilst it was neces- 
sary to obtain investment capital which would normally 
have gone into the industrial market, it was undesirable 
that the impoverishment of the latter market should 
render it unable to absorb the securities which the 
Istituto Mobiliare Italiano desired to liberate. In May 
of last year there was an issue of one-year bonds carrying 
4 per cent. interest, followed later by an unlimited issue 
of 5 per cent. stock, issued at 95, giving a yield of 
5:26 per cent. However the holders of the previous 
loans which, during the cheap money period had been 
converted into 34 per cent. stock, were to receive special 
consideration. The quotation of this stock was 68 
and by subscribing another 15 lire they received 100 
nominal of the new 5 per cent. loan, which at the issue 
price of 95 meant a bonus of 12 lire to the holder and 
15 lire for the Government. 

The provision of foreign exchange was ensured by the 
obligatory surrender to the government of the private 
balances and investments abroad of Italian nationals. 
The first were paid for in cash, whilst the second received 
in exchange nine years’ Treasury Bonds 5 per cent. 
series. The amounts handed over to the Italian Govern- 
ment in this manner have not been disclosed, as only 
on rare occasions have the authorities allowed vital 
statistics to be published. All foreign exchange trans- 
actions have been placed under the control of the Istituto 
Nazionale per i Cambi con |’Estero, which has been 
re-organised as an autonomous entity, subject to the 
Ministry of Finance, with a capital of 10 millions of lire, 
and a virtual monopoly of foreign exchange in its various 
forms. It is guaranteed against losses by the Govern- 
ment, whilst its profits go to increase the capital fund. 
Acting through certain authorised banks, the Institute has 
complete control of all foreign exchange transactions. 

The banking system has been placed completely 
under the control of the State by a series of statutes 
which are summarised below. The Banca d'Italia is 
recognised as the State bank. Its share capital is to be 
held only by savings banks, credit institutions and 
banks of public right (chartered banks). The present 
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shareholders of the Banca d'Italia are to be reimbursed 
from June I onwards at the rate of lit. 1,300 per share, 
representing capital paid and the reserve quota apper- 
taining to each share. The bank is no longer to discount 
for private persons, and its funds will flow into rediscounts 
for the banks. Its private portfolio will be allowed 
gradually to run off, but for three years it may discount 
for special industries. However, in order to ensure its 
hold on the market for Government securities, it is 
authorised to advance against Italian gilt-edged securities 
even for private firms or persons. Whilst legislation 
establishing a closer control of the Central Bank on the 
part of the state is no novelty, the regulations go much 
deeper, and affect the large and small banks, the rural 
and savings banks, the various state or semi-state insti- 
tutions, notably the National Syndicate for Agrarian 
Improvements, the Syndicate of Credits for Public 
Works, the Credit Institution for Public Utility Enter- 
prises, the Naval Credit Institutions, and the National 
Institution of Credit for Italian Work abroad. As 
regards the “ Big Three,” the Banca Commerciale 
Italiana, the Credito Italiano, and the Banco di Roma, 
there is a scheme to place the controlling power definitely 
into Italian hands. Only on condition that bearer bonds 
are converted into registered shares are foreign persons 
or entities allowed to retain possession of them, and even 
then the voting power must be waived. Failing agree- 
ment with these conditions the shares are re-imbursed. 

The control of credit is considered as one of the 
functions of the corporative state, and the taking of 
deposits and the granting of credit are in future to be 
considered as public and not private operations. The 
pyramid of credit with the Banca d'Italia at its head 
has as its second layer the Banco di Napoli, Banco di 
Sicilia, Banca Nazionale del Lavoro, Istituto di S. Paolo 
di Torino, and the Monte dei Paschi di Siena, which have 
the title of public credit institutions, or chartered banks 
(Banche di diritto pubblico), whilst the “‘ Big Three ”’ 
are termed Branch Banks. The smaller banks form the 
base, whilst the semi-state bodies have a position of their 
own. 

A committee which contains the Ministers of Agri- 
culture and Forests, the Ministers of Finance and of 
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Corporations, provides for the co-ordination of the credit 
system with industry, agriculture and commerce, so that 
credit may adapt itself to the requirements of national 
economy. The executive side of the Committee is the 
Inspectorate, the President of which is the Governor of 
the Bank of Italy. It will control, znter alia, the creation 
of new banking establishments, the opening of new 
branches of existing banks, the compilation of a list of 
authorised credit institutions giving their names, form, 
date of constitution, capital and reserves, etc. It may 
regulate the form in which balance sheets are to be 
drawn up, and their submission at regular intervals. 
Debit and credit rates of interest, the carrying of profits 
to reserve, and the extent and nature of the employment 
of banking funds in overdrafts and investments are all 
subjects to orders from the Inspectorate. It may order 
that directors’ meetings take place in firms in which 
the bank has a participation, and may require that 
stricter measures be taken against recalcitrant debtors. 
A credit institution cannot appeal to the public for 
capital without previous permission. The inspectorate is 
opposed to hard lines of legislation, and will adjust its 
rules in the light of experience. The punishment of 
people who spread false rumours is provided for. All 
issues of shares which receive assistance from the banks 
and are quoted on the Stock Exchange must first receive 
its approval. The higher bank officials are not allowed 
to take positions in other spheres without the consent 
of the Inspectorate. 

Time and experience will show whether this measure 
of State control will stultify banking enterprise in Italy, 
or whether a well-regulated banking system will bring 
with it the fruits of greater trust and confidence. 
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High Finance and High Politics 


By Paul Einzig 


HE position of banks as a factor in international 
| politics has been subject to much discussion in 
recent years. Throughout the nineteenth century 
the political influence of certain banking interests was 
proverbial. At one time or another the Rothschilds or 
other banking dynasties were in a position to say the 
last word about war or peace by granting loans to or 
withholding them from the potential belligerents. With 
the development of the Joint-Stock system and the 
increase of small savings, large family fortunes ceased to 
hold their monopolistic position, however, as the money 
required by governments had to be provided for the 
most part by the general public. Notwithstanding this, 
the influence of banking interests in the sphere of inter- 
national politics survives, though it assumes different 
forms. During the early years of this century, and also 
after the war, Governments often made use of bankers 
for financial operations pursuing political ends. The 
German politico-commercial expansion before the war, 
the financing of Russian armament by French capital, to 
give only two outstanding examples, were worked through 
the intermediary of banks, even though they were the 
passive partner in their association with statesmen. 

Needless to say, already before and during the war 
the rdle attributed to bankers in international politics 
was often exaggerated. The legend that it was J. P. 
Morgan & Co. who induced President Wilson to enter the 
war in order that they should not lose the money lent 
to the British Government dies hard, notwithstanding 
the fact that it has been proved that whatever money 
was advanced by those bankers was amply covered by 
American securities. Once, however, such a legend 
establishes itself it is stronger than facts of concrete 
evidence. 

After the war leading speculative industrialists such 
as Stinnes in Germany, Castiglione in Austria, etc., or 
prominent armament merchants such as Sir Basil 
Zaharoff, replaced to a very large extent bankers in 
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popular imagination as the villains of the piece. Never- 
theless, the influence of bankers in the sphere of inter- 
national politics remained, though it assumed a different 
form. The rdéle played by Mr. Montagu Norman in the 
reconstruction of Central Europe is too well known to 
require repetition. While the result of his work was 
essentially constructive, viewed through French eyes he 
has become the typical representative of the pro-German 
sentiments of the London banking community. After 
1931, however, he ceased to play any part in international 
politics, confining his politico-financial activity to 
cementing Imperial relations; nevertheless, his friendship 
with Dr. Schacht often gives rise to suggestions that his 
sympathies are distinctly pro-German and even pro-Nazi. 

The political réle played by French bankers during 
the period of French financial expansion between 1928 
and 1931 is also a matter of general knowledge. It is 
difficult, however, to draw the borderline between business 
and politics in instances such as the loans by Banque de 
Paris et des Pays Bas to Roumania. Whether it was the 
Government that supported the Bank in its business 
interests or the latter that supported the Government’s 
political aims is a matter of interpretation. Undoubtedly 
the bankers used the Government, and were in their turn 
used by it. 

The question is whether the influence of bankers in 
the sphere of international politics is still the same as it 
was prior to 1931. In this respect the position varies 
according to countries, but it is difficult to escape the 
conclusion that the curve of the influence of bankers on 
foreign politics points in a downward direction. We 
have seen that in Great Britain Mr. Montagu Norman 
ceased to play the vital réle in foreign policy which he 
played before 1931. In the United States, whatever 
influence banks may have had on the shape of the 
Washington Administration’s foreign policy, it dis- 
appeared with the advent of President Roosevelt. The 
last semi-political gesture inspired by American banks 
was the granting of the Hoover moratorium in 1931. 
In France the “‘ 200 families ’’ suffered a decisive defeat 
as a result of the Socialist-Communist victory at the 
General Election. In Germany Dr. Schacht’s moderating 
influence suffered an equally decisive defeat with the 
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re-occupation of the Rhineland undertaken in defiance 
of his advice. While his position as the economic dictator 
of the country is, at the time of writing, stronger than 
ever, re-armament goes on unabated, notwithstanding 
his protest against the gigantic expenditure. 

Many critics are inclined to rejoice over the eclipse 
of the political power of bankers. They do not realise 
how little reason they have to rejoice. Even if it were 
true that banks always used their influence in internationa! 
politics for sinister purposes—a conception which is, to 
say the least, hopelessly prejudiced, one-sided and 
exaggerated—the world is falling out of the frying-pan 
into the fire, for the subtle devices employed by the banks 
or by statesmen through the banks have been replaced 
by the much cruder and infinitely more dangerous 
weapon of Machtpolitik. |The period when countries 
sought to attain their political ends by means of skilful 
financial devices appears to be over. It is now brute 
force, and the readiness to use it, that counts. It is no 
longer in the secluded atmosphere of board rooms and 
bank parlours that questions of political control are 
decided, but by means of naval bases, barracks and 
aerodromes. 

From this point of view the Italian Government’s 
decision to sell out its holding in the Mosul Oilfields, Ltd., 
is significant and characteristic. Unquestionably the 
tempting price offered by the buyers must have played 
a part in inducing the Government to reach this decision, 
especially as the Abyssinian War and sanctions have 
depleted its gold resources. But mere financial con- 
siderations would not in this case have induced Signor 
Mussolini to discard a factor which in the past he con- 
sidered to be of major importance in Italy’s oil policy. 
If the decision was reached it was because the holding 
of an almost controlling interest in Mosul Oilfields is no 
longer considered in Rome as essential as before. In 
the light of recent experience and present conditions, 
the Italian authorities have evidently reached the 
conclusion that it matters little whether or not they 
hold the financial control of one of the oil groups. In 
time of peace Italy can buy as much oil as she wants at 
world market prices whether or not she holds an important 
block of shares in one of the producing companies. 





FINANCE AND POLITICS 219 


Again, in time of war, or even in time of sanctions, it 
matters little from the point of view of the continuity of 
oil supplies whether or not she owns those shares. All 
depends upon the grouping of the powers and their relative 
naval and military position in the Mediterranean. 

In the nineteenth century, or even in pre-war days, 
Machiavellian French financiers might, in the financial 
conditions existing to-day, have attempted to forestall 
a German attack by engineering a financial panic in 
Germany. To-day such devices against Herr Hitler 
would serve no more purpose than a pill against an earth- 
quake. In the olden days a decision similar to that taken 
by bankers in London, New York and other centres in 
August, 1935, to cut off Italian credits might have changed 
the policy of an impecunious government. We all 
know how little their decisions affected Signor Mussolini’s 
Abyssinian plans. 

The fact of the matter is that Governments, especially 
in countries whose economic life is subject to a high 
degree of planning and intervention, have discovered 
that they are able to manufacture credit and do not 
depend for their financial resources upon the goodwill 
of bankers, national or foreign. Needless to say, the 
possibility of borrowing and repaying is not exactly a 
new discovery. What is new is the realisation that in 
given circumstances it can be done on a large scale 
without thereby undermining confidence in the Govern- 
ment’s credit. What is going on to-day in Germany, 
Italy, France, and to a less degree, in Great Britain 
and the United States, is something essentially different 
from what happened during the war. Then the Govern- 
ments had no time to bother about the finesse of the 
game. They needed the money and procured it the 
best way they could. Now a series of subtle devices 
are applied to minimise the effect of borrowing upon 
confidence in the Government’s credit or in the currency. 
In countries where the Government has a high degree of 
control over private finance this is done by forcing into 
a vicious circle the money spent, so that it shall come 
back over and over again to the Government. In 
countries where the Government does not possess such 
powers the policy of cheap money increases the volume 
of funds in accordance with the increase of requirements. 
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All this is a matter of monetary policy decided upon by 
Treasuries and carried out in defiance of the disapproval 
of bankers. 

Admittedly it is too soon to arrive at too definite 
conclusions about this financial process. If the Govern- 
ments succeed, bankers and financiers will continue to 
remain a guantité négligeable in international politics. If, 
however, the final result is a financial disaster similar 
to that experienced in Central Europe after the war, the 
reaction thus produced will restore bankers to their old 
influential position and bank parlours will play once 
more an important part in international politics. 


Appointments and Retirements 


Bank of New Zealand 

The appointment is announced of two new government 
directors of the Bank of New Zealand in succession to 
Mr. Oliver Nicholson and Sir Harold Beauchamp. The 
new directors are Mr. H. J. Kelliher, an Auckland 
merchant, and Mr. D. O. Williams, lecturer in economics 
at Massey Agricultural College. 


Barclays Bank (Dominion, Colonial and Overseas) 
Mr. Charles Lyall Dalziel has been elected a director 
of the bank. 


Midland Bank 

Colonel the Right Honourable Lord Wigram, G.C.B., 
G.C.V.O., C.S.I., has been elected to a seat on the board 
of the bank. 


Williams Deacon’s Bank 


Mr. E. E. Bird, the Chairman of the Legal and General 
Assurance Society, has been elected a director of the bank. 





Obituary 
Mr. William E. Wells 


It is with regret that we have to record the death of 
Mr. William Edwin Wells, managing director of the 
Anglo-South American Bank, at the age of 58, after a 
long illness. He had been in the service of the bank 
since September, 1900. Until February, Igor, he was 
at the head office in London and was then transferred 
to Valparaiso. The next 18 years he spent in the service 
of the bank in Chile. In July, 1916, he was appointed 
manager of the Valparaiso branch, and in July, Ig19, 
he returned to London to take up the position of general 
manager of the bank. In May, 1926, he became director 
and general manager, and in March, 1928, managing 
director of the bank. He was also chairman of Anglo- 
South American Bank (Nominees), and a director of 
the British Bank of South America, the Lautaro Nitrate 
Company (London Branch), and of the Nitrate Corpora- 
tion of Chile. His death preceded by only three days 
the merging of the Anglo-South American Bank with 
the Bank of London and South America. 


American Banking 


By a Correspondent 


HE outstanding development in American banking 

| and monetary affairs in the past month was the 

announcement by the Board of Governors of the 

Federal Reserve System that, as from August 15, the 

legal reserve requirements of member banks were to be 
increased 50 per cent. 

This move, involving the use of a powerful and 
hitherto-untried instrument of credit control, had been 
a subject of controversy within the banking community 
for nine months; but the announcement was received 
with a calm amounting to apathy and there was a general 
disposition to minimise the importance of the step. 
In the market the announcement was ignored save for a 
brief and not particularly exciting recession in govern- 
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ment bond prices and a slight hardening of bankers’ 
acceptance rates. 

Notwithstanding this apathy the decision of the 
Reserve Board to increase reserve requirements is in my 
opinion the most important event bearing upon American 
monetary conditions since the devaluation of the dollar, 
to which it is closely related. In effect the increase in 
reserve requirements is a partial reversal of devaluation, 
for it will lock up a part of the increased basis for credit 
expansion that was produced by devaluation and will 
limit somewhat the potentialities for expansion in what 
remains. Apart from its tangible effects, however, the 
action demonstrated that the existing Reserve Board, 
despite the accusations of being “ politically dominated ”’ 
that have been made against it, has the will and the 
courage to take action to guard against undue credit 
expansion. The method employed is entirely new and 
the effort, therefore, is highly experimental, as was 
remarked by Mr. Montagu Norman, who arrived in this 
country on the day of the announcement. 

Member banks of the Federal Reserve System, com- 
prising about 80 per cent. of the commercial banking 
strength of the country are required by law to maintain 
their reserves in the form of deposits lodged with the 
Federal Reserve Banks. The proportions required have 
been : 3 per cent. against time deposits; against demand 
deposits, 13 per cent. in the case of central reserve city 
banks ; 10 per cent. in the case of reserve city banks; and 
7 per cent. in the case of country banks. The new 
schedule will require reserves of 44 per cent. against 
time deposits and against demand deposits, 194 per cent. 
for central reserve city banks, 15 per cent. for reserve 
city banks and 103 per cent. for country banks. 

The Reserve Board estimated- that by the time the 
change took effect the volume of member bank reserves 
in excess of legal requirements would have reached 
about $3,400 millions and that the increased require- 
ments would cut this excess down to about $1,950 
millions. This remaining excess will still be very large, 
larger than anything known prior to the great gold 
influx of the past two years; but it will be within the 
scope of control through open market operations since 
it could be entirely wiped out by the sale of the 
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$2,430 millions of government securities now held by 
the Reserve Banks. 

The situation is altered more fundamentally, however, 
than by the mere lopping off of some $1,500 millions of 
excess reserves. Under the old requirements $1 of 
reserve money could, in theory at least, be expanded 
into $10 of bank deposit money, which meant that the 
$3,400 millions of excess reserves could have become the 
basis for an increase of $34,000 millions in checking 
deposits. Under the new requirements average reserves 
against demand deposits will be 15 per cent. instead of 
Io per cent. so that the theoretical limit of expansion 
will be 6% times, rather than Io times. This means 
that the $1,950 millions of excess reserves estimated to 
remain after the change of reserve requirements will, in 
theory, be capable of expansion into only $13,000 millions 
of new demand deposits. This figure, while large, is 
nothing like as awesome as $34,000 millions and is, in 
fact, not much greater than the increase that has already 
taken place since the middle of 1933. 

It is, of course, argued that a mere reduction of excess 
reserves is no real protection against inflation so long as 
deficit financing by the government continues to add 
to the total money supply; but it should also be noted 
that it is the existence of large excess reserves that has 
so greatly facilitated the deficit financing. 

In contrast to the alarms that were freely voiced in 
the protracted discussions that preceded the Reserve 
Board’s action, there was a remarkable disposition on 
the part of bankers after the event to assume that money 
rates would be unaffected. In the short run this is 
probably correct ; but it seems obvious that the raising 
of reserve requirements will mark the passing of the peak 
of the easy money period in this country. The yield of 
high-grade bonds may not rise, but it may be doubted 
whether it will continue much longer to fall. In any 
event a situation has now been created in which any sub- 
stantial withdrawal of European funds from this market 
could quickly cause interest rates to harden since it 
would operate upon a smaller volume of excess reserves. 

The Reserve Board was careful, however, to insist 
that its action was to guard against a future “ possible 
injurious credit expansion”’ and not in any sense to 
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exercise an immediate restrictive effect. The Board’s 
“easy money policy remains unchanged and will be 
continued ’’, it was stated. 

The principal changes in bank credit in July were in 
the direction of contraction. Although the reporting 
member banks of the Federal Reserve in ror leading 
cities reported a gain of $171 millions in their demand 
deposits adjusted, between July 1, and July 29, they 
liquidated $241 millions of loans and investments in the 
period. The largest part of this liquidation was in loans 
and securities, although stock prices were rising strongly 
at the time. Following are the principal changes in the 
position of the banks compared with a month and a 
year ago :— 

(In millions of dollars) 
(Increase or decrease since) 
July 29, July 1, July 31, 

1936 1936 1935 
Demand deposits adjusted .. $4 14,850 4-171 + 1,888 
Deposits of foreign banks a ca 2 — 13 
Total loans and investments .. oe 378 — 241 
Loans on securities — 146 
Other loans ea ies a a — 20 
U.S. Govt’s. direct and indirect - 728 — JI 
Other securities. . 3 a ate % — 4 
Reserve with Fed. Res. Banks ae 8 + 372 

Trade and industry has continued to show improve- 
ment in spite of the heavy crop losses due to the prolonged 
drought. Although July is usually a month of seasonal 
recession it has been a period of wide-spread gains this 
year, particularly in the steel and automobile industries. 
For this improvement acknowledgment must be made, 
no doubt, to the spending of about $1,000 millions of 
soldiers’ bonus money in the past six weeks. 


French Banking 


By M. Mitzakis 


HE French money market was not very interesting 

| in July. Its fundamental trend remained un- 
changed. Even though money rates were lower 

than in June or May—interest rates having declined 
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from 6 per cent. to about 3 per cent.—the volume of 
funds remained small and it was difficult for borrowers 
to find accommodation. They had to apply to the Bank 
of France, which was in a position to impose upon 
borrowers much more onerous terms, had it wished to do 
so. But, since the advent of the new Government, its 
credit policy has changed materially. Before the general 
election the management of the Central Bank adhered 
strictly to the rules of the gold standard. Whenever 
the Bank lost gold they raised the Bank rate and tried to 
contract credit. This system did not, in fact, work 
efficiently. The Government’s financial requirements 
prevented the Bank from restricting credit as the circum- 
stances demanded, but, nevertheless, they did not 
hesitate to raise money rates whenever gold left France. 
At present the Bank’s policy has become independent 
of gold movements. The monetary authorities aim at 
creating cheap money in order to assist trade. It is for 
this reason that at the end of June and at the beginning 
of July the official rediscount rate was lowered within a 
few days from 6 to 3 per cent., even though there was no 
change in the monetary situation. It is probable that 
this policy will remain in force even if the outflow of 
gold is resumed. It is inspired by a desire to bring about 
a trade recovery. 
End of Endof End of 
May, June, July, 
1936 1936 1936 
oO 
oO 


% % 

Banque de France rediscount rate - 6 4 3 
Market rate of discount .. ee os 6 44 3t 
Day-to-day money 53 4} 33 
Loans on Bons de la Défense Nationale :— 

Market rate for one month .. - 5% 4 33 

Market rate for 3 months... - 6 44 3% 
Rates on loans on securities :— 

On the Parquet cs ae wi 44 2} 

On the Coulisse. . ea of 7% 64 


All rates in the Paris niles are in the close vicinity 
of the Bank rate, even slightly above it. This fact 
shows how artificial was the reduction of the Bank rate. 
The market rate of discount stood at 34 per cent. in 
July, even though in normal conditions, on the basis 
of a 3 per cent. Bank rate, it should have been at 2? 
or 2§ per cent. The rate on loans on Bons de la Défense 
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Nationale was 32 per cent. for one month; there were 
no quotations for three months for, owing to the absence 
of loanable resources, private dealing was practically 
suspended. Day to day loans at the end of. July were 
quoted at 33 per cent. On the Bourse, the rate of loans 
on securities declined during July from 7? to 6} per cent. 
on the Coulisse, and from 4} to 2} per cent. on the Parquet. 
This latter is the only rate which is lower than the Bank 
rate. Its decline has no great significance, for its level 
depends largely on the volume of turnover on the Bourse. 
Since there was no great activity in July the credit 
requirements of speculators were on an unusually reduced 
scale. 

Gold movements during July were favourable for 
France. This may appear surprising, since the advent 
of the Front Populaire Government was not calculated 
to inspire confidence, especially since, for the first time, 
the Premier is a socialist. But it should be borne in mind 
that one of the first acts of the new Government was to 
reinforce the supervision of French assets abroad, and 
to increase the penalties on those who fail to declare 
the amounts placed abroad. The export of capital is 
free, but every year the taxpayers have to declare the 
amounts held abroad and the yield thereon. Through 
fear of the enforcement of the supervision, many holders 
preferred to repatriate their holdings and avoid having 
to declare them or suffer penalties. It is for this reason 
that the franc was firm during July. On several occasions 
the Exchange Equalisation Account had to support 
sterling by selling francs, and had to sell gold to the Bank 
of France. 

In six weeks the gold reserve increased from Frs. 
53,999 millions to Frs. 54,942 millions, an increase of 
nearly a milliard. This increase was welcome, but it 
ought to be borne in mind that the rise was preceded by 
a decline of about 30 milliards. It is only a small 
fraction of the funds that has been repatriated. However, 
for the first time for many months, the Bank of France 
return showed an improvement. Simultaneously with 
the increase of the gold stock, the reserve ratio rose from 
58-10 per cent. at the end of June to 58-61.at the end 
of July. The following table shows the changes in the 


Bank return :— 
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End of Endof End of 


July, 
1936 


(Millions of francs) 


93,464 


92,938 93.7 
61-01% 58-10% 58: Gio 


+ 57,022 53,999 54,942 
Foreign Exchange reserve (total) 1,412 1,284 1,258 
Sight i 139 20 16 
Time 1,272 1,264 1,242 
Discounts (total) . 19,395 21,561 15,886 
French bills ‘ 19,380 21,547 15,874 
Bills on Foreign countries 15 I4 I2 
Advances on bullion 1,347 1,286 1,277 
Advances on securities 3.381 3.441 3,555 
Advances up to 30 days ‘ 797. 1,048 1,461 
Bonds of the Caisse Autonome .. 5,708 5,708 5,708 
Provisional advances to the State— 
(a) Regularisation of previous advances — 37-5242 
(b) New advances — 500 500 
LIABILITIES. 
Note circulation 84,705 85,106 85,892 
Current and deposit accounts (total) 8,759 7,832 7,849 
Of which— 
Treasury 84 79 299 
Caisse Autonome 1,766 1,226 1,296 
Private accounts 6,839 6,360 6,151 
Sundry 70 168 103 


4I 


During July the Bank return showed important 
changes. Discounts declined from Frs. 21,561 millions 
to Frs. 15,886 millions. This reduction was, however, 
more apparent than real, since it was due to the transfer 
of discounted Treasury bills which had matured from 
this item to that of ‘‘ Regularisation of old advances.”’ 
This item increased in one month from 37 millions to 
5,242 millions, an increase that corresponds approxi- 
mately to the decline in discounts. Its increase is to 
continue until the whole of the Frs. 14 milliards of 
Treasury bills which were included in June in the bill 
portfolio have been transferred. 

M. Blum’s government, soon after its formation, 
obtained powers from Parliament to borrow from the 
Bank of France Frs. 10 milliards. By the end of June 
it had received advances amounting to Frs. 500 millions. 
During the first week of July it borrowed another milliard, 
but during the rest of the month, thanks to the issue of 
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Treasury bonds, it was able to repay that milliard, so 
that on balance the amount borrowed remained un- 
changed for the month. The other items of the Bank 
return do not show any material changes. Advances 
on bullion declined slightly, from Frs. 1,286 millions to 
Frs. 1,277 millions. On the other hand, advances on 
securities increased from Frs. 3,441 millions to Frs. 3,555 
millions. Thirty-day advances increased from Frs. 1,049 
millions to Frs. 1,461 millions. This increase of over 
Frs. 400 millions indicates the tension in the money 
market. On the liabilities side, there was a fresh ex- 
pansion of the note issue during July from Frs. 85,106 
millions to 85,892 millions. Since the beginning of the 
year this item has been increasing incessantly, and since 
it has not been justified by any trade revival it can only 
be explained by an increase of hoarding. The amount 
of current accounts remained almost unchanged, 
increasing only from Frs. 7,832 millions to Frs. 7,849 
millions. Private current accounts again declined, how- 
ever, from Frs. 6,360 millions to Frs. 6,151 millions. 
Since this item includes the balances of leading banks 
and big enterprises, its decline shows a further contraction 
in liquid resources. The total sight liabilities increased 
from Frs. 92,938 millions to Frs. 93,741 millions, but 
owing to the increase of the gold stock, the reserve ratio 
increased slightly. 

The prospects of the money market remain uncertain. 
The Government appears to have decided to pursue a 
policy of cheap money and plentiful credit. To attain 
this end, Parliament has passed a bill increasing the 
control of the government over the Bank of France. 
Previously the administration of the Central Bank was 
in the hands of the Council of Regents elected by the 
shareholders. This Council had extensive powers, but 
its decisions required the approval of the Governor. 
Since the latter was appointed by the Finance Minister, 
and could easily be removed by him, the Government 
had an indirect control over the Bank of France. In 
practice, however, this control was very limited, since 
the Governor usually sided with the Regents, and did 
not make use of his right to veto their decisions. Hence- 
forth the Bank will be managed by a General Council 
consisting of 23 members, of which 18 will be appointed 








FRENCH BANKING 229 


by the Government, which is thus in a position to exercise 
strict control over the Bank’s activities. The General 
Council may transfer the whole or part of its power to 
a Committee consisting of the Governor, two Deputy- 
Governors—who are also nominated by the Finance 
Minister—and four Councillors, one of whom is appointed 
by the Finance Minister, while the other three are elected 
by the General Council. This permanent committee, 
which will be the executive of the Bank, will thus consist 
of seven members, of which four will be appointed by the 
Finance Minister, so that the Government will have a 
majority. 

The question is what use the Government will make 
of its control. Will it compel the Bank of France 
meekly to follow the instructions it receives? Or will 
the Bank have a certain freedom of action? According 
to statements made in Parliament by the Finance 
Minister the Government intends to respect the inde- 
pendence of the Bank, and will not interfere too much 
with its management. But it is possible that a future 
Government will be more authoritarian. Indeed, it is 
not even certain that the present Government will not 
seek occasionally to induce the Bank of issue to pursue 
a policy favouring its interests. 

The money market will, henceforth, be influenced 
not only by the Bank’s policy, but also by the operations 
of the Treasury. Speaking in the Senate the Minister 
of Finance estimated that the Treasury will have to 
borrow Frs. 17 milliards before the end of the year. 
This total does not appear to allow for the repayment of 
the loan of Frs. 3 milliards granted in February by a 
British banking group, which is due in November. 

The Government is at the moment issuing Treasury 
Bonds, and up to the end of July it had already obtained 
Frs. 2 milliards. These issues will continue for several 
months, and will inevitably influence money market 
conditions. However, the Bank will certainly see to it 
that interest rates do not rise too much to the detriment 
of the Treasury, but it will not be able to prevent a con- 
traction of funds. It is possible that the Government 
will be unable to obtain in the market all the money it 
needs. In that case it will have to draw upon the margin 
of advances still available at the Bank of France, 
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amounting to 9} milliards of francs. This would, how- 
ever, amount to inflation, and might have unfortunate 
effects on the franc. 

Thus, the outlook of the money market is obscure. 
On the one hand, the Bank of France will endeavour to 
keep money as cheap as possible. On the other hand, 
the Treasury will have to raise large amounts to meet its 
liabilities. It can apply for these funds either to the 
market or to the Bank of France, and it will probably 
have to apply to both. Nobody can foresee what 
repercussions these operations will produce upon the 
money market. For the psychological factor—confidence 
in or distrust of the franc—will probably play a pre- 
dominant part. 





German Banking 


By a Correspondent 


HE Rm. 700 millions of 44 per cent. 12 years’ 
Treasury bonds of the Reich which were issued 


between June 29 and July 14 were over-subscribed 
to the extent of a few million marks. Subscriptions were 
allotted, however, in full, presumably through the 
reduction of the amount taken firm by the banks. The 
result of this issue was thus more favourable than the 
Rm. 500 millions of bonds issued at the beginning of this 
year by the German State Railways, even though the 
amount issued was Rm. 200 millions higher and the 
period for which the loan was made was longer, the 
interest rate being the same. This is an indication of 
the liquidity of the German economy and in particular 
of German industrial undertakings, in consequence of 
public expenditure and the method of its financing. 
On the other hand, before the opening of the lists, 
Treasury bonds or Treasury bills were sold or were not 
renewed in order to provide funds for subscribing to the 
new issue. Similarly the outstanding amount of the 
promissory notes issued by the Gold Discount Bank 
declined substantially. Nevertheless the amount in- 
volved in these liquidations remained considerably behind 
the amount of the new loan. 
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It is, of course, necessary to bear in mind that the 
success of the various Government loans issued since 
1934 has been largely due to the strict embargo on other 
issues by which the accumulated new savings are reserved 
for public requirements. Issues of new shares confined 
themselves to a few exceptional sases. Although there 
was a strong demand for mortgage bonds, which are the 
most important category of fixed interest bearing 
securities in Germany, only small amounts were issued, 
and only for urgent requirements. This safeguard of 
the capital market produced a favourable influence, in 
that it made possible the conversion of industrial deben- 
tures on a large scale. The market has settled down to 
a yield of 44 per cent. for Government loans and mortgage 
loans and 5 per cent. for industrial debentures, though 
some of the industrial debentures bear interest of 6 per 
cent. 

The Reichsbank returns in July were influenced by 
payments received on account of the new Government 
loan. Although the calls are spread until the beginning 
of October, the inducement of high interest rate on early 
payments produced its effect. As a result, during the 
first three weeks of July only 77 per cent. of the new loans 
granted by the Reichsbank at the end of June to the 
amount of Rm. 805 millions was repaid. The end-of- 
month expansion of the Reichsbank was in July Rm. 544 
millions against Rm. 473 millions at the end of July, 
1935. This, and also the liquidation of 41 per cent. of 
this expansion during the first week of August, may be 
regarded as normal. It ought to be taken into con- 
sideration that the outstanding amount of promissory 
notes issued by the Gold Discount Bank declined in 
July by Rm. 320 millions from Rm. 716 millions to 
Rm. 396 millions, which is almost the lowest figure since 
the initiation of the transactions in May, 1935. In 
August the promissory notes falling due were not renewed, 
partly because of the Government issue and partly 
because of the increased supply of other bills in the 
market. 

The outside resources of the leading Berlin banks 
continued to increase in June. This was again partly 
due to the increase of deposits of other German banks, 
and the end of the half-year necessitated the accumula- 
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tion of cash for the purpose of interest payments. The 
most remarkable phenomenon is the steady increase of 
clients’ deposits. This is largely the result of the influx 
of bills for the financing of public works to the banks, 
the influence of which factor is not confined to this item 
of the bank returns. In the portfolio of the leading 
Berlin banks the amount of bills maturing in more than 
three months attained Rm. 4o1 millions against Rm. 355 
millions at the end of May, and Rm. 96 millions only at 
the end of June, 1935. Their proportion of the total 
discounts attained 22-4 per cent. against 5-9 per cent. a 
yearago. Reimbursement credits, which are for the most 
part foreign credits in stand-still agreements, further 
declined in June. The decline is, however, smaller than 
it was last year, as repayments through registered marks, 
which are possible under the stand-still agreements, 
have slowed down. Notwithstanding the influx of 
foreign visitors to the Olympic Games, the situation in 
this respect is not expected to change. The decline in 
the amount of loans during June has contributed in 
part to the conversion of bank loans into new shares. 
For this reason the security holdings and participations 
of the banks showed an increase. 

In connection with the general rise of equities on the 
German bourse, the shares of the three leading German 
branch banks showed substantial improvements. This 
was due to anticipations that these banks, having resumed 
the payment of dividends for 1935, would increase their 
dividends for this year. This anticipation appeared 
to be premature. Nevertheless it is probably true that 
the earnings of the bank improved further, and in 
consequence of the trade recovery amounts previously 
written off for bad and doubtful debts have become 
once more available. It is widely anticipated in financial 
circles that since bank shares have risen up to par, the 
authorities will now unload the shares taken over 
in connection with the reconstruction of 1931. So 
far this has not been done, even though there have 
been endeavours towards the restoration of the control 
of the big banks to private ownership. The amount 
held by the authorities is smallest in the case of 
the Deutsche Bank und Disconto Gesellschaft, but in 
the case of the other banks they are substantial. In 
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any case the amount involved is so large that in spite 
of the liquidity of the money market it would not be 
an easy task to place it. The operation will have to 
be spread out over a long period, whether it is undertaken 
in the near or the more distant future. 


International Banking Review 


ITALY 

With the removal of sanctions the main obstacle 
to the restoration of normal banking relations 
between Italy and foreign countries has been elimi- 
nated. As a result the American banks have decided 
to reopen the credit lines which they cancelled a year 
ago in anticipation of complications arising from Italy’s 
attitude towards Abyssinia. In London, however, no 
credits have as yet been granted to Italian banks. The 
reason for this is that, although sanctions have been 
removed, a deadlock in Anglo-Italian trade and financial 
relations continues to prevail owing to the insistence 
of the Italian authorities on discriminating against 
sanctionist countries in the matter of repayment of 
pre-sanction commercial arrears. Since the British 
authorities insist that these arrears should be repaid 
within twelve months negotiations had to be suspended. 
Until this difference is settled, London banks would not 
feel morally justified in re-opening their credits to Italian 
banks. Moreover, they also feel that so long as the 
figures of the Italian Bank return and foreign trade are 
not published they are not in a position to judge Italy’s 
economic and financial position. 

The reason why the American banks were first in 
the field in restoring credit loans to Italian banks was 
in the first place that there was no such conflict between 
the United States and Italy as between Great Britain 
and Italy concerning commercial arrears which, in the 
case of the United States, are paid regularly. Moreover, 
during the period of sanctions the Italian banks and 
authorities have transferred all their liquid Foreign 
Exchange resources to New York, so that they had ample 
credit balances there, which fact could not but impress 
the American banks favourably. 
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It is to be hoped that after the settlement of the 
dispute concerning commercial arrears, London banks 
will be in a position to follow the American example and 
restore the credit lines such as existed before their 
cancellation in August, 1935. Banking relations between 
Great Britain and Italy have always been very satis- 
factory and there is a genuine desire in London banking 
circles to resume business with their Italian corres- 
pondents. 

SWITZERLAND 

The half-yearly statements of Switzerland’s seven 
leading banks, which have recently been published, 
reveal that for the first time since 1930 the contraction 
in the volume of turnover has ceased. In fact there 
has been a revival which began during the first quarter 
of this year and became marked during the second 
quarter. The seven leading banks are the Crédit Suisse, 
Swiss Bank Corporation, Union Bank of Switzerland, 
Banque Fédérale, Banque Populaire Suisse, Banque 
Commerciale de Bale, and Leu & Co. During the last 
quarter of 1935 their combined balance sheet credits 
declined by Frs. 95 millions. During the first quarter 
of 1936 it increased by Frs. 38 millions and during the 
second quarter by Frs. 86 millions. Thus during the 
first half of this year the totals advanced from Frs. 4,157 
millions to Frs. 4,281 millions. 

Gratifying as this result may appear on the surface, 
it is necessary to point out that the improvement is 
far from having been shared by all the banks. Only 
the Swiss Bank Corporation and the Crédit Suisse showed 
material improvements. During the second quarter of 
1936 the increase of their total balances accounted for 
go per cent. of the rise in the grand total. Two of the 
seven banks, the Banque Commerciale de Bale and Leu 
& Co., are still under moratoria and stand therefore but 
little chance of participating in the improvement. 

In any case an analysis of the changes shows that 
while total outside resources increased, this was entirely 
due to the increase of short-term deposits, while long- 
term deposits—which are customary in Switzerland in 
the form of daily maturing debenture bonds, issued over 
the counter—continued to decline. This means that it 
will be more important than ever for the Swiss banks 
to keep adequate liquid resources, and to liquidate 
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for this purpose their frozen assets abroad, especially 
in Germany. This was indeed done during the past 
half-year, and resulted in further heavy losses. 

Notwithstanding this, the fact remains that during 
the second quarter of this year Frs. 108 millions of new 
money was deposited in the banks compared with a 
withdrawal of Frs. 429 millions during the corresponding 
period of 1935. The explanation is that there was no 
sweeping attack against the Swiss franc during last 
year comparable to that of April and May 1935. In the 
absence of such sweeping attack many Swiss people who 
had transferred their funds abroad found it necessary 
to repatriate part of their holdings for their current 
requirements. The renewal of attacks on the Swiss 
franc might easily reverse once more the trend of Swiss 
banking. 

SPAIN 

As a result of the civil war the Madrid Government 
declared a moratorium which was renewed on several 
,occasions. This moratorium exempts Spanish banks 
from making any payments out of the peseta accounts 
of foreign banks kept with them. As a result, banks in 
London, New York and other centres found it extremely 
difficult to carry out their forward exchange commitments 
on maturity. After efforts at local compensation had failed 
to bring the desired result the London Banks decided to 
suspend execution of peseta contracts until the termi- 
nation of the moratorium. To complicate matters further 
some belated advices have been received by London 
banks from their Spanish correspondents informing them 
that in accordance with their instructions they had carried 
out certain payments. As a result the banks in London 
and abroad do not know where they stand and whether 
they should compensate or not. In any case compensa- 
tion meets with almost insurmountable difficulties. There 
is little hope for arranging it efficiently unless an agreement 
can be brought about between all foreign centres. For 
the banks at one centre at any one particular date may 
have been all buyers or all sellers of pesetas and are not 
therefore in a position to compensate their commitments 
amongst each other. It is only if the banks in foreign 
centres which have provided the counterpart also parti- 
cipate in the arrangement that compensation can be 
carried out successfully. Such an arrangement would 
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be highly complicated and most banks prefer to await 
developments in the hope that a speedy termination 
of the civil war in Spain might clear up the posi.ion. 


SWEDEN 

Though the general business expansion in Sweden 
continues at the same pace, with considerable capital 
investments being made by the industry and with 
building activity continuing at top capacity, the joint 
stock banks show rising deposits and cash holdings, 
while their advances continue to decline. Though the 
decline in July was only Kr. 4 millions to a total of 
Kr. 3,874 millions, the contraction would certainly 
have been much bigger if a bank loan of about Kr. 20 
millions to the Swedish Match Company had not been 
entered during the month under review. This loan, 
made by the Stockholms Enskilda Bank, has enabled 
the Swedish Match Company to make the cash payments 
to the International Match Corporation and to the 
Kreuger & Toll bankruptcy provided for by the recently 
signed international match agreement. Following this 
operation the Enskilda Bank’s advances against 
collaterals have increased by Kr. 17 millions. The joint 
stock banks total “‘cash and at Bank of Sweden 
holdings rose from Kr. 281 millions to Kr. 383 millions. 
Deposits increased by Kr. 56 millions to a total of 
Kr. 3,772 millions, the increase being due chiefly to rising 
long term accounts. Part of the surplus is due to 
credited half- -year’s interests. The excess of advances 
over deposits has been brought down to only Kr. 102 
millions, which is probably a low record for the Swedish 
banks. This has caused a grawing easiness of money 
which has become still more noticeable on account of the 
withdrawal by the Treasury of the last outstanding 
balance of three months’ Treasury bills. A 3} per cent. 
mortgage loan of a nominal amount of Kr. 60 millions was 
issued by the Town Mortgage Bank of the Kingdom of 
Sweden, but since about go per cent. of the issue will be 
reserved for the conversion of a 44 per cent. loan of the 
same bank, the operation will hardly affect the money 
market to any extent. 

The position of the joint stock banks and of the Bank 
of Sweden towards foreign countries has undergone only 
slight changes. Thus the gold reserve of the Bank of 
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Sweden rose during July by only Kr. 1 million to a total 
of Kr. 433 millions. The Bank’s holding of foreign bills 
remained practically unchanged, whereas deposits in 
foreign banks rose from Kr. 212 millions to Kr. 227 
millions. Adding the Bank of Sweden’s and the joint 
stock banks’ total holdings in gold, foreign currency, 
foreign bills and deposits in foreign banks, the total on 
July 31 amounts to Kr. 1,416-3 millions, compared 
with Kr. 1,593°3 millions on June 30. 


Books 


MONEY AND BANKING, 1935-1936, in two volumes, 
published by the League of Nations. Geneva, 
1936. (London: Allen and Unwin. Volume I: 
Monetary Review, 2s. 6d. net. Volume II: Com- 
mercial Banking, 7s. 6d. net.) 

THE annual volume of the League of Nations in 
commercial banking has been divided into two volumes. 
The first of them gives the main outline of monetary 
policy of the various countries, while the second is 
confined to commercial banking. It is this second volume 
which is bound to be of special interest to bankers. 
No other publication gives a comparable survey of 
banking in such a large number of countries. In addition 
to the general description of the changes in banking 
figures, each section contains a brief account of banking 
events such as amalgamations, insolvencies, etc. This 
volume provides an example of the valuable service 
that can be performed by the League in the way of 
collecting and disseminating information. It is indis- 
pensable for the intelligence departments of banks. 


JAPANESE TRADE AND INDUSTRY PRESENT AND FUTURE. 
By the MiTsuBIsHI ECONOMIC RESEARCH BUREAU. 
(London, 1936: Macmillan & Co. ais. net.) 

THE Japanese are very keen readers of European 
books and they excel in the art of retaining from what 
they read what is worth retaining. It is not often that 

Japanese works on economic subjects are translated into 

English, but whenever they become accessible they 

give evidence of painstaking thoroughness. In a volume 
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extending over 650 pages the Mitsubishi Economic 
Research Bureau gives an interesting account of the 
present condition and future prospects of Japanese trade. 
Its chapter on banking will be of special interest to our 
readers. It gives in a nutshell the historical account 
of the development of Japanese banking, its present 
organisation and methods. It is a pity that most of the 
statistical tables only cover the period up to the end of 


1934. 


THE BEHAVIOUR OF MONEY. By JAMES W. ANGELL. 
New York, 1936. (London: The McGraw-Hill 
Publishing Company. 18s. net.) 

THE object of this book is to provide material for 
the examination and re-examination of various monetary 
theories put forward in recent years. Its great merit 
from the point of view of practical readers is that while 
it abounds in charts, it carefully avoids the use of 
mathematical formule. Tables contained in the appen- 
dices concerning supplies of various types of money are 
particularly valuable for the student of monetary prob- 
lems. Had Professor Angell added an exhaustive biblio- 
graphy to this book, as he did to his previous books, it 
would have enhanced the practical value of the work 
for research purposes. 


THE BALKAN STATES. Volume I: Economic. A review 
of the Economic and Financial Development of 
Albania, Bulgaria, Greece, Roumania and Yugo- 
slavia since I9I1g9. Specially prepared for and 
with the assistance of the Information Department 
of the Royal Institute of International Affairs. 
(London, 1936: Oxford University Press. 5s. net.) 

THE publications of Chatham House are always a 
welcome aid for bankers and business men. They present 

the essential facts in a comprehensive form and with a 

remarkable economy of space. The 150 pages of the 

present volume give an excellent bird’s eye view of the 
economic development of the Balkan States after the 

War. Instead of taking the countries individually the 

authors chose to deal with them collectively, thereby 

being able to give a better comparison of development 
in various branches of economic system and activity. 
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Correspondent Banks 


Nearly a century’s accumulated experience and 
conservative progress have qualified the West- 
minster Bank to offer its characteristic services 
as a London correspondent to foreign and 
colonial business establishments. Its branches 
form a wide network extending over the whole 
country, and the services of the entire system 
are available to clients abroad, so that with a 
minimum of formality and delay, arrangements 
can be made for the payment of Drafts, Letters 
of Credit, or Cheques, in any part of the 
British Isles. 


Conversely, with a few unimportant exceptions, 
there is no country in the world possessing a 
marketable currency in which the Westminster 
Bank does not maintain current accounts, 
through which it can effect world-wide transfers 
of funds with the utmost dispatch. The Foreign 
Exchange Department is kept in direct touch 
with the market by means of a private telephone 
exchange of a highly modernized type, which 
ensures that no order or inquiry from abroad 
is held up on account of the congestion of 
business. 


Banks or merchant houses wishing to establish 
a London connexion are invited to communicate 
with the Manager 


WESTMINSTER BANK 


LIMITED 


Foreign Branch Office: 41 Lothbury, London, E.C.2 





240 THE BANKER 


THE BUILDING SOCIETIES’ YEAR Book, 1936. (London, 
1936: Edited by GrorGE E. FRANEy, O.B.E. 
Franey & Co. 7s. 6d. net). 


TuHIs valuable work of reference contains a survey of 
another year of unprecedented achievements by the 
British building societies, the total assets of which exceed 
£601,000,000 ‘and the share capital and deposits 
£571,000,000. The development of building societies 
since the year before the war is shown in a series of 
graphs. These disclose that since the armistice thetotal 
amount of money advanced by our building societies on 
mortgage exceeds £1,000 millions. Last year’s advances 
agereg rated £130, 600,000, an increase of over six million 
pounds on the record total of the previous year. 

Tables of comparative size show that there are eleven 
societies with assets exceeding {£10,000,000, 77 of over 
£1,000,000 and 121 exceeding £500,000. 

Improvements have been introduced into the directory 
sections this year. Formerly only those societies in 
affiliation with the National Association were included. 
Now these societies have a directory of their own, but, in 
addition, there is a full list of societies operating in 
Great Britain and Northern Ireland, together with 
particulars wherever such are available. 


PUBLICATIONS RECEIVED 


THE Economics OF OPEN PRICE SysTEMS. By 
LEVERETT S. LYON and VICTOR ABRAMSON. 
(Washington, 1936 : Brookings Institution. $1-25.) 


Book-KEEPING AND AccouNnTs. By DONALD COUSINS. 
(London, 1936 : English Universities Press. 7s. 6d. 
net.) 


GUIDE TO Economics. By F. H. SpENcER. Fourth 
edition. (London, 1936: Sir Isaac Pitman & Sons. 
3s. 6d. net.) 


INVESTMENT IN PROPERTY. By RONALD B. SUNNUCKS. 
With forewords by Sir EnocH Hitt and LorpD 
BERTIE OF THAME. (London, 1936: The Banbury 
Publishing Co. Is. net.) 
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Some Branches of the Australian 
Banks 


By Professor C. H. Reilly 


PPARENTLY there are ten Australian banks with 
A branches scattered about that vast sub-continent. 
Several of these have lofty headquarters buildings 
in the great towns, some of which will be dealt with 
next month. The banks here illustrated are mostly 
from small townships. It must be remembered that 
Australia, like the United States, has no villages or 
small country towns which have grown up round a 
parish church and squire’s mansion. The feeling of 
neighbourliness which we rightly ask for and generally 
get in English country-town buildings, even in banks, 
is not therefore to be expected in the same way. Most 
of the buildings here illustrated seem to stand on inde- 
pendent lots with space all round them. They might 
be in the suburbs. In England the majority of such 
banks would be tightly wedged into narrow sites in a 
High Street where some sort of respect for their neigh- 
bours would be an implied if not a stated condition. 
The problem of lighting the interior of the building 
is clearly a much easier one on the free site, though 
making it safe from burglars must be another matter. 
The result is often a domestic-looking structure which, 
but for the name of the bank in large letters, might 
well be a private residence, or even a small hotel or 
boarding house. This does not apply to the becolumned 
classical banks in the larger towns, still being built in 
the manner so common in England and America a 
quarter of a century ago. Let us begin with three 
of these and then pass on, for to-day their interest 
necessarily seems rather limited. 

The first is the Townsville branch of the Bank of 
New South Wales by Messrs. F. R. Hall and H. M. Cook, 
architects, of Brisbane. This is a large cement-covered 
building on a corner site with frontages of 62 feet and 
135 feet to two main streets. The adjacent building, 
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a cinema if one may judge from the canopy over the 
street, is of the same height and with the same lines 
of frieze and cornice, and from the space which appears 
beyond it seems to complete what in America would 
be called a whole city block. Whether this is due to 
the bank’s ownership of the land, or to the persuasive 
powers of its architects, or to both combined, the result 
is clearly good, and good for the town. Ifa taller building 
in a different manner had shared the block with the 
bank’s sedate classical one, the quietness and dignity 
which its long horizontal lines give to it would clearly 
have been destroyed. The bank building itself is a 
simple if a somewhat ordinary classical composition, 
with rows of columns on each front set between plain 
rusticated masses. In a semi-tropical climate these 
colonnades shading some of the windows have certainly 
more reason than they had with us. They are not just 
an expensive symbol of the bank’s wealth and no more. 
Indeed, they could hardly be that in cement. If, how- 
ever, it is advisable that the windows should be shaded 
from the direct rays of the sun, it is difficult to understand 
how the rooms in the solid corners of the building are 
used. I am afraid there must be a suspicion of mere 
swagger about these columns, if not as much as with us, 
where they stand out on most of our big banks naked 
and unashamed and of no use whatever. Without a 
plan one cannot say anything about the building as 
a machine. Apparently the upper storey is let off in 
offices, but there is nothing to indicate that on the ex- 
terior. Indeed, one would as soon expect to rent offices 
in the Bank of England itself as in so homogeneous and 
so severe-looking a building. The detail is good of its 
kind, well adapted from the standard examples, but not 
used with the scholarship of, say, a McKim, America’s 
great adapter of classical models. 

The second example of the classical manner is the 
National Bank of Australasia’s branch at Fremantle, 
by Messrs. Hobbs, Forbes and Partners, of Perth. This 
is another simple and rather obvious classical composition 
of the box of bricks type. There is, however, a certain 
elegance about the rather tall columns, taller than their 
Roman prototype and with a recessed necking which 
gives them further delicacy. Their capitals, the thin 
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architrave lines immediately above them, and _ the 
narrow uprights; the brackets and the slightly pedi- 
mental hood to the entrance, are all in the same refined 
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BRANCH OF THE NATIONAL BANK OF AUSTRALASIA AT FREMANTLE, 
WESTERN AUSTRALIA 

and rather elegant manner. At that point I am afraid 

the one of the numerous partners, who had the job in 

hand, went for his holiday, and another with quite 
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a different spirit and outlook finished off the drawings. 
The deep frieze, the heavy cornice with its coarse modil- 
lion blocks under it, and the clumsy balustrade above 
are clearly inconsistent with the columns and the doorway. 
The same heavy hand must have felt this, for its weight 
appears again in the strange detail it has inserted below 
the window-sills of the two long windows, and in the 
still stranger key block to the central one, as if it 
were trying to pull the design together. The moral is, 
if one attempts to-day this artificial manner in which 
one no longer has the support of what is appropriate, 
one must play the game thoroughly. The old masters 
have set too high a standard and their work is too 
well known for any amateurishness to pass muster. 

This moral does not apply as a warning to the archi- 
tects of the Longreach branch of the Queensland National 
Bank, Messrs. Atkinson and Conrad, of Brisbane. They 
know how this classical game should be played and play 
it very well. There is a consistency about this pilastered 
building, in spite of the irregular site which it follows, 
which almost justifies, so it seems, its very grand manner. 
All the parts are clearly in scale one with another, and 
the width and flatness of the pilasters is answered by 
the width and flatness of the frieze, and of the balustrade 
of the apron panels under the windows. The whole 
is a unity, if a toy one. Its authors are architects first 
and classical decorators second. When, for instance, 
they feel a corner, such as the near one, needs strengthen- 
ing by bringing the pilasters at it closer together than 
would allow each to have its full capital they do not 
hesitate to do it nevertheless for the good of the building 
as a whole, and for this purpose run together into one, 
against all classical precedent, the necking and capitals 
of four great pilasters—an unheard of thing, but one 
enabling them to give a very satisfactory corner to 
their building. 

The Commonwealth Bank of Australia, if one is to 
judge it from the architecture of the two New South 
Wales branches I have before me, is a much more 
progressive institution. I choose that at Grafton. Both 
these branches, more modern-looking than any of the 
rest, have been designed, so it is said, by the ‘““ Common- 
wealth Department of the Interior, Works and Services 
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Branch.”’ Of course they have not. No department 
can design anything, let alone one with such a mouthful 
of a name. Some individual man or woman worthy 
of being called an architect, or possessing a name of 


Architects [Messrs. Atkinson & Conrad 
BRANCH OF THE QUEENSLAND NATIONAL BANK AT LONGREACH, 
QUEENSLAND 
his or her own, which the bank should make public if its 
directors themselves have any names or consciences 
of their own, must have done it. I see no harm in a bank 
having its own private salaried architect. I have often 
pointed out what excellent work Mr. Holden in that 
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position does for the National Provincial Bank. That 
bank does not attempt to hide his name and turn him 
into an anonymous hack. It sees indeed that he gets 
full publicity and credit for all he does. It is, of course, 
the only way to treat an artist who is an individual 
with his individuality raised to a higher plane than the 
ordinary man. This Commonwealth Bank of Australia 
has clearly got one here and a man with a wider outlook 
on what is happening in the world at large than have 
most bank architects. His building in Grafton is the 


{rchitect Mr. W. R. Laurie 


BRANCH OF THE COMMERCIAL BANKING COMPANY OF SYDNEY AT 
PITTSWORTH, QUEENSLAND 


straightforward, honest expression of the problem modern 
architects always attempt to give. He has added a little 
harmless decoration to the entrance to emphasise the 
importance of the building and show it is not in our 
strange range of values a school or a factory. I hope this 
honesty and the absence of make-believe is appreciated 
by the bank’s clients and that they do not stay away 
because the building has no unnecessary columns and 
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does not proclaim any spurious relationship to a Greek 
temple. 

We now come to the more domestic banks I mentioned 
at the outset, and will look first at the Pittsworth branch 
of the Commercial Banking Company of Sydney, which, 
to English eyes, is by far the most charming. It is by 
Mr. W. R. Laurie, and might, but for the copper roof to 
which we are unaccustomed, be a council house of the 
better sort in some municipal suburb at home. Such a 
little house would not, of course, have quite such an 
elaborate entrance nor a sleeping porch over it. Some 
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BRANCH OF THE UNION BANK OF AUSTRALIA AT KERANG, 
VICTORIA 


day not very far off, no doubt, with our growing fresh 
air habits, the latter will be as much a necessity 
here as it is in Australia or Canada. The metal 
shutters to the windows, a sensible precaution and 
offering the architect a little relief to his brickwork, are 
a pleasant feature which might well be adopted in this 
country more often than I have seen it on similar banks. 
Altogether this is a good little building of its semi- 
Georgian semi-cottage type, which would be pleasanter 
still with a tiled or slated roof, giving a texture in scale 
and sympathy with that of the brickwork. When in 
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England zinc or leaded roofs of this kind are used to a brick 
building the *y are always decently hidden behind parapets. 
The next two branches of this domestic type are the 
Warracknabeal, Victoria, branch of the Bank of 
Australasia, by Messrs. A. & K. Henderson & Partners, of 
Melbourne, and the Kerang, Victoria, branch of the 
Union Bank of Australia, by Messrs. W. & R. Butler, 
of Melbourne. Just as the Pittsworth branch we have 
been looking at seemed to me like a good example 
of a council house, these two appear to me to be like a 
pair of seaside boarding houses. There may be no harm 
in these likenesses. Conditions on the other side of the 
world may be so different that there they may have no 
meaning. They do show this, however, that apart from 
the little mock classical temples dying out everywhere, 
except perhaps in the City of London, that tired heart of 
the banking world, a bank type of building has not yet 
arisen in Australia for these small branches. The fact 
that the upper storey is a flat for the manager seems 
there to dominate the character of the resulting building 
much more than it does with us. Perhaps it is ev idence 
that the banks are more tender-hearted to their managers. 
Certainly in England the bank portion on the ground 
floor would be more emphasised, and inevitably at the ex- 
pense of the domestic quarters above. Thisis not the case, 
especially in the Kerang branch, where there appears to 
be nothing to indicate the banking purpose of the 
building except the name. Perhaps this building is the 
pleasanter of the two. Its less severe outlines seem more 
suited to its suburban-looking site with its quickly grown 
pair of palms in front. The way the brickwork frames 
the white plaster at the ends and along the base with the 
colour probably repeated in tile roof is pleasant. The 
tiles, unfortunately, have a very mechanical appearance, 
worse than any Marseilles ones in this country, and they 
are bad enough. The sleeping porch or balcony over the 
front door from which the manager can survey the world, 
or make a speech, seems adequate for either purpose, 
and with a little more privacy for standing about in one’s 
pyjamas than the similar one in the W arracknabeal 
branch with its open metal railing. A balcony such as 
this is a new feature to me in a bank, and I find some 


difficulty in assessing its value. 
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The Warracknabeal building has an interesting feature 

in the emphasis given to horizontal bars to all its windows 
echoing the very strong horizontal line of overhanging 
eaves of its roof. These lines, however, reinforced with 
plaster ones at the corners of the building, look a little as 
if they had been placed there out of deference to the 
modern fashion for horizontal effects, for it is ‘clear they 
are in distinct contradiction to the vertical character of 
the windows themselves. One cannot make a Victorian 
villa residence into a modern type of building merely by 
leaving out the vertical bars to the windows. 
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Lastly, we return in the Curramulka branch in 
South Australia of the Bank of Adelaide, by Messrs. 
Barrett and Glover, of Adelaide, to the classical formula, 
but without the useless columns, a very sensible omission. 
This little bank has rustications or horizontal groovings 
running all round it which give it a solid-looking appear- 
ance well suited to the storing of money. The narrow 
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slits of windows, small no doubt to keep out the sun, 
add to this effect. The lighting must be from the 
windows at the side carefully shielded from the sun with 

hood. Of course, the cornice returning round a thin 
wall, the over heavy pediment to the doorway, the 
general falseness of the front building with its cement 
grandeur falling away into ordinary plastered brickwork 
at the back do not permit this to be a good building, 
which is all the more unfortunate for the bank, to judge 
from another branch at Tumby Bay, seems to have 
standardised it, yet there is an idea in its plain grooved 
wails which might be developed. If such grooving were 
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allowed to embrace the whole building so that there were 
no false fagade-making on one side and untidy garage- 
making on the other, it is possible to imagine from 
this example a_ strong-looking little building which, 
having no domestic complications, has a real banking 
character in spite of its minute size. The most difficult 
of all these problems, how to make a tiny bank look like a 
bank at all, would then be in a fair way to being solved. 








